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PREFACE 

THE  subject  of  Pensions  is  one  which  will  always 
arouse  a  considerable  amount  of  interest  and  discussion. 

Volumes  have  been  written  in  connection  with 
Old  Age  Pensions  for  the  aged  poor,  the  papers  have 
been  full  of  the  question  of  Army  and  Navy  Pensions, 
and  the  Civil  Service  and  Railways  have  sought  to 
solve  the  problem  of  pensions  for  their  employees, 
but  it  is  only  recently  that  much  thought  has  been 
given  to  the  desirability  of  pensions  for  employees 
in  business  houses  and  commercial  firms. 

These  few  notes  may  contribute  some  fresh  ideas 
as  to  the  formation  and  maintenance  of  pension  funds 
on  sound  lines. 

It  is  better  to  be  "  safe  than  sorry,"  and  therefore 
the  "  money  value  "  system,  as  it  is  termed,  is  the 
system  advocated  in  these  notes,  a  system  which  is 
mainly  independent  of  the  severe  fluctuations  in  wages 
which  have  been  so  marked  in  recent  years. 

Notes  are  also  given  of  one  or  two  staff  endowment 
schemes,  a  form  of  contributory  provision  for  old  age, 
which  goes  some  little  way  towards  the  recognition 
of  long  and  faithful  service,  and  is  somewhat  less 
costly  than  a  pension  scheme,  although  not  so  effective 
a  provision  for  retirement. 

The  Author  acknowledges  the  permission  of  various 
firms  and  persons  to  use  much  of  the  information 
contained  in  these  notes,  and  claims  little  originality 
in  the  various  suggestions  made.  He  hopes  that  the 
publication  of  his  notes  in  book  form  may  provide 
data  upon  which  others  will  be  able  to  build  up  suitable 
schemes  for  the  provision  of  those  dependent  upon 
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Vi  PREFACE 

them  and  thus  in  some  measure  help  to  bridge  over 
the  distance  (often  over-stated)  between  Capital  and 
Labour.  The  Author  thanks  Mr.  W.  Palin  Elderton, 
C.B.E.,  F.I.A.,  for  many  valuable  suggestions,  kindly 
made,  after  a  perusal  of  the  notes,  and  also  Mr.  F. 
Gordon  Sackett,  F.F.A.,  for  reading  through  the 
proofs. 

Whilst  the  book  was  being  prepared  for  the  Press 
two  excellent  articles  appeared  in  the  official  organ 
of  the  Labour  Co-partnership  Association,  Co-partner- 
ship, written  by  Mr.  A.  B.  Culley,  F.I. A.,  illustrating 
the  application  of  the  "  money  value "  system  of 
Pensions  to  Co-partnership.  The  publishers  of  Co- 
partnership and  the  author  have  kindly  given  their 
consent  to  the  reproduction  of  these  articles,  which 
are  given  in  full  in  Appendix  VI. 

HAROLD  DOUGHARTY. 

20  STANTHORPE  ROAD, 
STREATHAM. 
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CHAPTER  I 

GENERAL   CONSIDERATION   OF  PENSION   SCHEMES 

THE  considerations  which  usually  lead  up  to  the 
question  of  forming  a  pension  scheme  generally  arise 
from  a  desire — 

(a)  To  encourage   and  promote  thrift   amongst   a 
body  of  employees  ; 

(b)  To  provide  for  old  age,  and  a  period  of  retirement; 
and 

(c)  To  anticipate  on  a  sound  basis  the  moral  obliga- 
tion of  an  employer  to  relieve  from  service  and  auto- 
matically provide  for  those  servants  who  have  given 
him  the  best  years  of  their  life. 

Further,  it  will  be  shown  later,  that  by  a  very  simple 
arrangement  a  pension  scheme  can  indirectly  secure 
some  provision  for  the  dependents  of  employees  who 
may  not  survive  to  enjoy  a  pension,  or,  on  the  other 
hand,  may  only  enjoy  such  a  pension  for  a  year  or  so. 

In  such  cases  as  these,  the  dependents  of  an  employee, 
rightly  or  wrongly,  always  consider  that  there  is  some 
obligation  on  the  part  of  the  employer  to  recognize 
years  of  service. 

Various  pension  schemes  more  or  less  on  these  lines 
will  be  referred  to  later,  and  also  it  is  proposed  to  discuss 
fully  a  modern  and  experimental  system  known  as 
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"  group  insurance,"    and  other  plans  suggested  with 
a  view  to  providing  for  employees. 

The  time  has  fortunately  passed  when  employers 
or  firms  regarded  a  pension  as  an  act  of  grace  or 
charity,  and  the  view  is  now  generally  held  that  such 
a  benefit  is  really  of  the  nature  of  deferred  pay.  This 
view  is  upheld  by  the  Inland  Revenue  Authorities, 
seeing  that  they  consider  a  pension  as  earned  income. 

Salaries  and  wages  may  not  allow  every  man  to  put 
by  sufficient  to  secure  provision  against  old  age,  and 
it  would  be  extremely  difficult  in  some  cases,  however 
provident  a  man  might  be,  to  forego  such  a  proportion 
of  his  salary  as  would  produce  a  pension  of  an  adequate 
percentage  on  such  salary,  if  he  leaves  the  matter 
until  middle  age. 

A  pension  scheme  on  sound  lines  is,  moreover,  a  real 
advantage  to  an  employer  as  well  as  to  an  employee. 
In  the  case  of  the  latter  he  is,  to  a  great  extent,  free  from 
anxiety  as  to  the  future,  and  consequently  can  direct 
his  best  energies  to  the  present.  On  the  other  hand 
the  employer  who  can  hold  out  a  sound  pension 
scheme  is  able  to  secure  more  easily  and  to  retain 
the  service  of  a  better  class  of  men.  It  will  also  follow 
in  the  majority  of  cases  that,  where  a  servant  becomes 
inefficient  through  old  age,  the  employer  with  a  pension 
fund  is  able,  without  hardship  to  such  a  servant,  to 
replace  him  by  a  younger  and  more  efficient  worker, 
and  probably  at  some  little  saving. 

Consideration  may  next  be  given  to  the  methods 
of  providing  pensions.  A  pension  might  be  provided 
either  wholly  or  partly  "  in  arrear  "  or  "in  advance." 
Providing  for  a  pension  in  arrear  is  a  technical  Irishism, 
for  no  actual  provision  is  contemplated  by  such  a  plan, 
the  pensions  being  paid  as  they  fall  due  wholly  out 
of  revenue  or  profits.  There  is  no  capital  pension 
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fund  and  such  a  scheme,  therefore,  lacks  security, 
and  for  this  reason  is  not  advocated.  Whatever 
good  promises  may  be  held  out  by  an  existing  Board 
of  Directors  or  Management,  the  same  Board  or 
Management  may  not  be  in  office  when  the  time 
comes  to  redeem  these  promises,  and  further,  it  may 
be  found,  notwithstanding  every  good  intention, 
that  the  revenue  or  profit  from  which  it  was  hoped 
such  pensions  could  be  paid,  is  not  available. 

Thus,  in  the  case  of  pensions  in  arrear,  matters  are 
usually  left  very  much  in  abeyance,  and  on  account 
of  there  being  no  definite  scheme  or  contract  between 
the  parties  concerned,  difficulties  may  arise  when  a 
man  is  about  to  be  pensioned. 

The  sounder  system  is,  therefore,  to  endeavour  to 
provide  pensions  "  in  advance/'  fixed  from  the 
outset  upon  a  definite  basis  and  graded  according  to 
salary. 

The  grading  may  be  on  the  basis  of  a  definite  pro- 
portion of  the  salary  at  the  time  an  employee  is  about 
to  retire,  or  on  an  average  salary,  or  on  some  other 
scale  where  the  plan  is  to  make  the  pension  depend  upon 
and  relate  to  the  contributions  available  to  purchase 
it.  The  merits  of  these  two  methods  will  be  discussed 
later,  but  in  any  case  the  method  of  providing  pensions 
in  advance  is  the  true  method.  It  sets  up  a  pension 
fund  at  the  outset  and,  if  framed  on  correct  lines, 
the  adequacy  of  this  fund  is  insured,  so  that  there  is 
no  difficulty  in  paying  out  pensions  whenever  they 
become  due. 

The  members  under  such  a  fund,  from  the  time  they 
join  it  have  a  sense  of  security,  whilst  the  employers 
will  not  be  subject  to  repeated  shocks  as  each  member 
attains  the  pension  age,  nor  will  they  be  faced  with 
any  difficulty  in  fixing  and  considering  pensions 
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if  these  have  been  provided  "  in  advance  "  and  upon 
some  definite  scale. 

In  short,  therefore,  a  scheme  based  on  pensions 
to  be  secured  by  contributions  extending  over  many 
years  "  in  advance  "  is  generally  to  be  advocated, 
and,  moreover,  it  has  the  additional  advantage  of 
providing  a  sound  and  easy  system  for  the  investments 
of  small  periodical  savings,  whether  they  are  contri- 
buted by  the  employees  or  the  employers,  or  shared 
between  them. 


CHAPTER  II 

TYPES  OF  PENSION  FUND 

IT  will  probably  have  been  conceded  that  the  true 
method  of  providing  pensions  is  by  a  system  which 
secures  pensions  "  in  advance/'  as  opposed  to  paying 
them  out  of  profits  or  revenue  when  they  begin  to 
accrue,  although,  in  the  case  of  comparatively  small 
firms,  where  the  employees  are  prepared  to  leave 
themselves  in  the  hands  of  their  employer,  the 
"  arrear "  system  of  pensions,  if  handled  wisely, 
may  be  preferred. 

A  system  of  pensions  "  in  advance  "  is  only  possible 
if  there  is  a  fair  time  to  elapse  before  a  pension  becomes 
due,  and  the  longer  the  time,  the  more  simple  and  less 
costly  does  it  become  to  arrange  a  pension  scheme. 
In  some  cases,  however,  a  scheme  can  only  be  framed  to 
cover  the  older  members  of  a  staff  by  leaving  some 
part  of  the  pension  "  in  arrear,"  but  this  is  a  fault 
arising  from  having  "  put  off  till  to-morrow  "  what 
might  have  been  provided  years  ago,  and  is  an  un- 
avoidable expedient  rather  than  a  desirable  method. 
This  point  will  be  considered  later  when  the  difficult 
question  of  providing  for  men  approaching  pension 
age  is  dealt  with. 

We  pass  on  to  consider  two  main  types  of  pension 
fund,  one  known  as  the  "  service  salary  "  scheme 
and  the  other  the  "  money  value "  or  "  money 
purchase  "  plan.  The  "  service  salary  "  method  is 
an  attempt  to  forecast  the  average  future  rates  of 
increase  of  salary,  of  retirement,  and  of  mortality 
from  the  past  experience  of  the  same  or  a  similar 
body  of  lives.  From  these  forecasts  the  necessary 
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percentage  of  salaries  required  to  pay  for  the  benefits 
given  is  calculated. 

The  "  money  purchase  "  or  "  money  value  "  method 
takes  into  consideration  at  the  outset  only  present  and 
known  salaries,  and  sets  up  definite  deferred  annuities 
for  the  desired  retiring  percentage  of  such  salaries, 
additional  deferred  annuities  being  set  up  from  time 
to  time  as  and  when  any  increase  in  salary  is  granted. 

In  both  cases  some  forecast  must  be  made  as  to  the 
probable  future  rate  of  mortality  and  probable  future 
rate  of  interest,  and,  as  to  the  former  factor,  past 
experience  affords  a  reliable  and  safe  guide,  provided 
an  intelligent  use  is  made  of  such  experience  and 
adequate  margins  for  fluctuations  are  introduced. 

In  the  "  service  salary "  system,  however,  other 
less  certain  factors  are  introduced,  and  an  attempt  is 
made  to  forecast  the  future  rate  of  salary,  and  not  only 
future  salaries,  but  the  incidence  of  increases  in  salary. 
Further,  those  responsible  for  schemes  based  upon  the 
"service  salary"  principle  have  sometimes  endeavoured 
to  estimate  the  future  rate  of  withdrawal  of  members 
of  a  staff,  a  factor  which  has  proved  as  uncertain  as 
the  incidence  of  salaries,  and,  indeed,  the  creation 
of  a  pension  fund  is  quite  sufficient  to  alter  automati- 
cally any  "  rate  of  withdrawal "  deduced  from 
previous  experience. 

It  is  owing  to  the  unreliability  of  these  elements 
that  many  pension  funds  on  the  "  service  salary  " 
principle  have  broken  down.  Owing  to  general 
increases  in  the  incidence  of  salaries,  and  possibly 
also  to  the  uncertain  element  of  withdrawals,  pension 
funds  of  the  "  service  salary  "  type  have  not,  as  a 
whole,  been  successful.  Heavy  deficiencies  have  arisen 
a  few  years  after  initiation,  and  the  experience  of 
such  funds  is  not  such  that  they  earn  recommendation. 
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The  difficulty  of  the  "  salary  percentage "  or 
"  service  salary  "  method  is  the  attempt  to  forecast 
the  average  salaries  that  will  be  payable  years  hence 
at  different  ages  of  an  existing  body  of  employees. 
However  plausible  in  theory  such  a  proposition  may 
seem,  in  practice  it  has  not  succeeded.  Individual 
deviations  from  an  average  amongst  a  large  body  of 
wage  earners  may  not  seriously  affect  results,  but  a 
general  rise  or  fall  in  rates  of  pay  cause,  and  have 
caused,  wide  deficiencies  and  seriously  affect  the 
financial  status  of  funds  of  this  type. 

Under  the  "  money  purchase  "  system  the  position 
is  different.  Whilst  it  is  true  that  "  future  mortality  " 
is  taken  into  account  and  forecasted,  and  allowance 
made  for  the  earning  power  of  money  from  investment, 
i.e.,  the  future  rate  of  interest,  future  salaries  are  not 
the  foundation  of  either  contributions  or  pensions. 

The  "  money  purchase  "  system  definitely  secures 
that  every  payment  or  contribution  made  to  the  pension 
fund  assures  not  a  percentage  of  some  future  and 
unknown  salary,  but  a  definite  amount  of  pension 
at  a  specified  age. 

Contributions  may  be  made  to  increase  as  the 
salary  increases,  and  in  direct  relation  thereto  the 
pension  will  increase,  not  in  proportion  to  the  increase 
of  salary,  but  according  to  the  amount  that  can  be 
purchased  with  the  increased  contributions  as  deter- 
mined by  a  Table  of  Contributions  based  purely  on 
mortality  and  interest. 

The  following  extract  from  the  Journal  of  the 
Institute  of  Actuaries  is  a  recognition  of  the  true 
principles  underlying  the  "  money  purchase  "  system  : 

Actuaries  in  the  past  have  worked  well  at  formulae  for 
measuring  the  protean  benefits  and  contingencies  of  existing 
Pension  Funds  and  systems — largely  self -developed.  I  hope 
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the  Institute  may  follow  the  impulse  given  by  our  President 
in  his  inaugural  address,  and  now  seek  to  be  the  leader  and 
inspirer  of  true  principles  rather  than  the  humble  handmaid 
busy  with  the  evaluation  of  self-evolved  and  fortuitous 
benefits.  We  can  easily  see  what  actual  results  would  flow 
from  a  general  recognition  of  the  broad  principle  of  vested 
pension  rights.  While  the  forms  of  benefit  would  remain 
manifold,  and  the  methods  of  providing  contributions  as 
between  employer  and  employee  be  various,  strict  provision 
in  advance  would  be  necessary  as  well  as  strict  provisions  for 
apportioning  individual  vested  interests  and  for  maintaining 
actuarial  solvency.  These,  in  turn,  would  probably  rule  out 
all "  salary  percentage  "  plans  and  dictate  resort  to  contractual 
methods. 

In  other  words,  the  money-purchase  principle  would  pre- 
vail, with  definite  benefits  assured  either  by  ordinary  life 
offices  or  by  a  system  of  "  approved  societies."  We  should 
have  to  say  farewell,  if  by  some  a  sad  farewell,  to  the  absorb- 
ing actuarial  work  based  on  unknown  rates  of  salary  progres- 
sion, on  unknown  future  benefits,  or  unknown  future  con- 
tributions, and  on  unknown  rates  of  withdrawal  and  the 
unknown  profit  thereon.  We  shall  still  be  left,  however,  by 
way  of  some  consolation,  with  the  future  of  the  rate  of 
interest,  the  future  rate  of  pensioners'  mortality,  and  the 
future  rates  of  disablement.  There  will  be  plenty  here  to 
occupy  us  for  some  time  to  come. 

A  more  detailed  explanation  of  the  "  money 
purchase  "  or  "  money  value  "  system  will  now  be 
given,  but  the  following  note,  to  which  the  writer's 
attention  has  been  drawn,  from  a  report  of  a  colonial 
actuary,  covering  various  railway  schemes,  is  inter- 
esting in  the  light  of  what  has  already  been  said  : 

LONDON  AND  SOUTH  WESTERN  RAILWAY  SUPERANNUATION 
FUND. — The  members  contribute  2£  per  cent,  on  salaries,  the 
Company  equal  sums,  and  the  funds  are  accumulated  at 
interest  at  5  per  cent,  per  annum. 

There  is,  however,  no  fixed  scale  of  superannuation  allow- 
ances. An  actuarial  table  of  deferred  annuities  is  given,  and 
a  deferred  annuity,  in  accordance  with  the  table,  is  deemed 
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to  be  purchased  in  each  year  by  every  contributor  to  the  fund 
against  his  attainment  of  the  age  of  60  years.  The  amount 
of  the  deferred  annuity  is  proportionate  to  the  amount  of 
contributions  credited  to  the  contributor,  i.e.,  paid  by  him 
and  the  Company  on  his  behalf.  Members  under  50  years 
of  age  may  purchase  an  additional  annuity  by  an  additional 
contribution. 

This  is  a  very  much  simpler  method  than  that  in  use  else- 
where, and  the  valuation  of  a  fund  run  on  these  lines  can  be 
made  with  great  accuracy. 

In  the  event  of  death  before  superannuation,  a  sum  equal 
to  the  net  amount  of  the  member's  own  contributions  (without 
interest)  is  payable  to  his  heirs.  Re- payments  are  made  on 
a  member  resigning  or  withdrawing. 

The  above  scheme  was  that  in  operation  in  the 
London  and  South  Western  Railway,  started  on  the 
"  money  purchase "  principle  plan,  in  connection 
with  which  the  following  opinion  was  given  by  three 
well  known  actuaries,  after  a  comparison  of  the 
benefits  with  those  of  other  railway  funds — 

"The  comparisons,  when  universally  examined, 
are  really  in  favour  of  your  fund.  To  the  average 
man  your  fund  provides  a  larger  pension  than  any 
other,  and  it  is  only  in  the  case  of  a  few  highly  paid 
officials,  who  form  a  very  small  proportion  of  the 
whole,  that  your  benefits  are  less.  We  state  that 
your  fund,  under  existing  conditions,  does  better  in 
the  aggregate  for  these  members  than  any  others 
referred  to,  and  that  it  is  only  by  giving  undue  promin- 
ence to  the  exceptional  cases  that  any  other  view 
could  prevail." 

This  is  a  very  clear  statement  in  favour  of  the 
"  money  purchase "  system,  and  it  would  appear 
that  it  is  either  on  account  of  the  fact  that  this  system 
does  not  meet  the  case  of  the  better  paid  officials, 
or  the  considerations  of  general  policy,  that  it  has 
not  received  the  support  that  one  would  have  expected, 
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and  has  actually  been  abandoned  by  the  Company  in 
question. 

A  Committee  discussing  the  merits  of  various 
systems,  adds  :  "  it  is  difficult  to  see  how  the  principle 
of  a  '  service  salary '  system  could  have  survived 
at  all  in  the  case  of  railway  funds  without  enormous 
subventions  for  which  the  Company  have  made 
themselves  responsible."  This  appears  to  be  the 
crux  of  the  matter.  If  a  firm  is  prepared  from  time 
to  time  to  meet  a  demand  for  substantial  grants  to 
cover  any  fluctuations  in  the  "  salary  scale "  or 
"  rate  of  retirement "  or  otherwise  ;  if  a  body  has 
at  its  command  resources  upon  which  it  can  draw  to 
subvent  actuarial  requirements,  without  disturbing 
"  rates  of  contribution,"  then  a  "  service  salary " 
scheme  may  be  safely  relied  on.  In  practice, 
however,  a  call  for  "  additional  funds  "  from  time 
to  time  is  disturbing,  and  creates  lack  of  confidence. 


CHAPTER  III 

THE  "  MONEY  VALUE  "   SYSTEM    FURTHER    EXPLAINED. 

IT  has  been  explained  that,  unlike  the  "salary 
percentage "  system,  the  "  money  value "  plan 
does  not  take  into  account  future  salaries  nor  probable 
increases  in  salary,  neither  is  any  advantage  antici- 
pated from  such  a  fortuitous  factor  as  "possible 
withdrawals  "  from  the  fund. 

The  only  factors  brought  under  consideration  are 
present  salaries,  back  or  past  service,  and  a  prudent 
estimate  as  to  the  rate  of  interest  likely  to  be  earned 
in  the  future,  and  the  mortality  likely  to  be  experienced 
amongst  the  members. 

These  elements  are  in  quite  a  different  category 
from  "  future  salaries  "  and  "  future  rates  of  with- 
drawal." The  selection  of  suitable  and  appropriate 
rates  of  interest  and  mortality  does  not  present 
difficulty  to  an  actuary,  and  is  a  matter  of  judgment 
rather  than  speculation. 

The  first  points  for  consideration  in  framing  a 
pension  scheme  of  the  "  money  value "  type  are 
the  pension  table,  its  grading  and  relation  to  salary, 
and  the  scale  of  contributions.  The  contribution 
can  be  considered  as  either  an  annual  and  level  pay- 
ment, or  a  series  of  single  payments  from  year  to  year. 

It  is  usual  to  divide  the  staff  to  be  brought  into  the 
scheme  according  to  present  salaries,  so  that  one  can 
fix  such  a  deduction  by  way  of  contribution  to  the 
fund,  as  will  provide  a  definite  amount  of  pension 
by  the  time  the  retiring  age  is  attained,  the  amount 
of  pension  being  a  percentage  of  the  present  salary 
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to  be  maintained  at  this  percentage  as  salaries  increase 
by  an  adequately  increased  contribution. 

Assuming  we  agree  that  the  pension  shall  be  50  per 
cent,  of  salary,  we  can  draw  up  a  pension  table  on  the 
following,  or  any  other  desired,  lines,  thus  forming 
a  key  to  the  definite  amount  of  pensions  for  which 
members  with  various  amounts  of  salary  must  con- 
tribute, with  or  without  the  assistance  of  their 
employers  as  may  be  arranged. 


Salary 
Under  £125 

'125  or  over  but  under  £175 
;i75  £225 

>5  £275 

£325 
£375 
£425 
£475 
£525 
£575 


Pension  to  be 
contributed  JOY 
£  50 
£  75 
£100 
£125 
£150 
£175 
£200 
£225 
£250 
£300 


and  so  on,  the  pension  being  50  per  cent,  of  the  salary 
to  the  nearest  multiple  of  £25,  subject  to  a  maximum 
pension  which  may  be  fixed  at  £500  or  any  other 
figure. 

The  grading  of  pensions  by  £25  is  quite  an  arbitrary 
arrangement.  Any  other  intervals  may  be  selected, 
£10  or  £50,  but  it  will  be  obvious  that  it  adds  con- 
siderably to  the  practical  working  of  the  scheme, 
if  every  £5  or  £10  increase  in  salary  necessitates  the 
adjustment  of  the  pension  contributions. 

It  will  be  seen  that  a  man  receiving  £250  per  annum 
has  to  contribute  for  a  pension  of  £125,  and,  when  his 
salary  has  been  increased  to  £275,  he  has  to  contribute 
from  that  time  for  another  £25  of  pension  and  so  on, 
maintaining  this  progression,  which  keeps  his  pension 
at  approximately  50  per  cent,  of  his  salary,  until  such 
a  time  as  the  contribution  for  any  additional  amount 
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becomes  prohibitive,  which  will  naturally  occur  as  he 
approaches  the  pension  age. 

The  pension  age  may  be  fixed  at  70,  65  or  60,  the 
question  of  the  more  suitable  age  being  principally 
a  matter  of  cost,  which  again  is  dependent  upon  the 
age  incidence  of  the  existing  staff. 

The  pension  age  and  the  nature  of  the  pension 
having  been  fixed  (vide  Chap.  IV),  a  table  of  contribu- 
tions, for  all  ages  at  entry,  for  a  pension  of  £100  per 
annum  is  then  calculated,  and  these  contributions 
may  be  returnable  in  the  event  of  death  or  withdrawal, 
with  or  without  interest,  wholly  or  in  part,  as  the 
promoters  of  the  scheme  see  fit. 

The  "  money  value "  scheme  is  now  complete, 
with  the  exception  of  minor  questions,  purely  matters 
of  detail  variable  with  the  special  circumstances  of 
each  case. 

The  following  example  will  better  illustrate  our 
scheme — 

Annual  contribution  which,  if  payable  by  monthly  instalments, 
will,  if  accumulated  at  rate  of  interest  indicated,  be  sufficient  to 
provide  a  pension  of  £100  per  annum  (payable  monthly  or 
quarterly)  to  a  male  employee  on  his  attaining  age  60,  with  a 
return  at  death  or  on  withdrawal,  of  such  contributions  accumu- 
lated at  a  rate  of  interest  not  in  excess  of  4  per  cent. 

Interest  assumed 
Age.  4%  (clear  oj  tax}. 

i     s.    d. 
20  11     7     9 


25 
30 
35 
40 
45 
50 


14  13  10 
19  5  10 
25  19  7 
36  6  9 
54-9 
90  2  5 


[NOTE. — Half  of  these  contributions  would  probably  be  paid  by 
the  firm  and  the  other  half  by  the  employee,  and  a  back-service 
abatement  allowed  (see  Chap.  V).] 

A  man  aged  30  with  a  salary  of  £315  (according  to 
the  scale  on  page  12),  contributes  for  a  pension  of 


14  PENSION   SCHEMES 

£150,  for  which  the  full  annual  contribution  is  £28 
18s.  9d.  At  age  35,  if  his  salary  is  increased  by  £30  per 
annum,  he  has  to  contribute  for  a  further  £25  of 
pension,  the  additional  contribution  being  £6  9s.  lid. 
At  age  45  he  receives  another  £50  per  annum  of  salary, 
bringing  the  total  salary  up  to  £395  and,  accordingly, 
has  to  contribute  for  another  £25  per  annum  of  pension, 
bringing  the  pension  up  to  £200.  The  cost  of  this 
last  additional  amount  of  pension  at  age  45  is  £13 
10s.  2d.  per  annum,  the  total  contributions  now  amount- 
ing to  £48  18s.  lOd.  per  annum  or  about  12£  per  cent, 
of  his  salary  or  6J-  per  cent,  if  his  employees  bear 
one-half  the  cost,  and  less  than  6J-  per  cent,  if  any 
rebate  is  allowed  for  back  service  with  the  Company. 

Owing  to  the  heavy  cost  of  providing  for  any  addition 
to  the  pension  at  the  older  ages,  it  is  usual  to  restrict 
this  "  sliding  scale  "  to  increases  received  up  to  age  50 
if  the  pension  age  is  60,  and  up  to  age  55  if  the  pension 
age  is  65. 

This  illustration  explains  the  practical  working  of 
the  "  money  value  "  system.  Necessary  adjustments 
to  overcome  practical  difficulties  in  the  case  of  men  of 
advanced  age  are  left  over  for  the  moment. 

It  does  not  disturb  the  principle  of  the  "  money 
value  "  system  if  we  reverse  the  procedure  set  out 
above,  thus : 

Instead  of  fixing  the  pension  as  a  percentage  of 
current  salary,  we  may  fix  the  contribution,  employers 
and  employees  jointly  agreeing  to  contribute  a  mini- 
mum percentage  of  x  per  cent,  of  salary  with  a 
maximum  of  y  per  cent,  (x  and  y  being  fixed  by  mutual 
agreement). 

A  table  is  then  provided  from  which  can  be  ascer- 
tained, at  various  ages,  the  definite  amount  of  pension 
secured  by  any  contribution  (the  table  being  on  the 
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basis  of  single  contributions  or  annual  contributions 
as  may  be  preferred). 

This  alternative  plan  is  sometimes  thought  more 
suitable  for  a  body  of  employees  when  conditions 
of  employment  are  not  stable  enough  to  warrant 
the  hope  that  an  annual  contribution  can  and  will 
be  regularly  and  not  intermittently  paid. 

It  follows  that,  if  under  this  plan  a  fixed  and  level 
contribution  is  paid  regularly  every  year,  the  results 
by  way  of  pension  are  exactly  the  same  as  under  the 
first  described  method  mentioned  above,  but,  by 
making  the  contributions  variable,  an  elasticity  is 
introduced  which  may  better  fit  uncertain  conditions 
of  labour,  irregular  employment  or  fluctuating  wages. 

A  full  illustration  of  this  method  is  given  in  the 
Appendices  of  "  Model  Schemes." 


CHAPTER  IV 

(l)   TYPES  OF  PENSION  BENEFIT.      (ll)    SELECTION  OF 
PENSION    AGE 

(I).  SCALES  of  contributions  depend  almost  entirely 
upon  the  nature  of  the  benefit  which  they  are  to 
secure. 

A  superannuation  allowance  may  take  different 
forms  and  consist  of — 

(a)  A  pension  for  life,  continuing  only  so  long  as 
the  pensioner  survives ; 

(b)  A  pension   for  life   and  guaranteed  in   any 
event  for  a  term  of  years ;    or 

(c)  A  pension  continuing  until  the  death  of  the 
last  survivor  of  the  pensioner  and  his  wife. 

The  main  objection  raised  to  an  ordinary  life  pension 
is  that  it  ceases  immediately  upon  the  death  of  the 
pensioner,  and  in  cases  where  contributions  have 
been  made  towards  such  pension,  possibly  for  many 
years,  it  is  considered  a  hardship,  should  the  pensioner 
die  immediately  or  soon  after  he  has  entered  upon  his 
pension,  that  all  the  benefit  therefrom  at  once  ceases. 

It  is  of  little  avail  to  explain  to  the  relatives  of  the 
pensioner  that  the  possibility  of  an  early  death  is 
taken  into  account  in  calculating  the  pension  ;  they 
will  feel  aggrieved  and  will  not  appreciate  that  the  bad 
lives  pay  for  the  good. 

The  second  form  of  pension  is  therefore  nearly 
always  preferred.  Whatever  happens,  either  the 
pensioner  or  his  representatives  will  receive  the 
guaranteed  number  of  pension  payments,  5,  8  or  10, 
as  may  be  arranged  when  the  tables  are  drawn  up, 
and  should  such  a  period  be  outlived,  the  pension 
continues  until  death. 
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As  will  be  seen  in  the  table  of  illustrations  appended, 
if  this  guaranteed  form  of  pension  is  desired,  the 
pensioner  must  be  content  with  a  somewhat  smaller 
amount  of  pension  for  the  same  money. 

The  third  form  of  pension  explains  itself,  and  is 
often  offered  as  an  optional  benefit,  so  as  to  cover 
the  lifetime  of  a  pensioner  and  his  wife  should  they 
both  have  attained  old  age. 

(II).  The  selection  of  the  pension  age  always  gives 
rise  to  considerable  discussion.  Although  an  obvious 
conclusion,  it  is  often  forgotten  that  the  earlier  the 
age  at  which  the  pension  is  to  commence  the  greater 
the  cost  of  such  pension,  and  the  cost  of  providing 
for  such  a  pension  is  correspondingly  greater  as  the 
time  over  which  contributions  wiU  be  made  is  cut 
down. 

The  following  table  of  the  relative  cost  of  a  pension 
of  £100  per  annum  at  various  ages  will  illustrate  this, 
the  cost  being  the  value  of  the  pension  at  the  time  it 
is  entered  upon. 

COST  OF  A  PENSION  OF  £100  PER  ANNUM,  PAYABLE  QUARTERLY 

for  life  AT  THE  AGE  INDICATED. 

Pension  Approximate 

Age.  Remarks.  Cost. 

50       Scarcely  ever  adopted  £1.407 

55        Rarely  used  1,251 

60       The  more  usual  age  1,091 

65       Desirable  when  the  ages  of  the  staff  to  enter 

the  scheme  are  unusually  high  929 

70       Rarely  used  in  private  funds  775 

If  a  guarantee  is  given  that  the  pension  will  be 
paid  for  5  or  10  years,  whether  the  pensioner  survives 
or  not,  the  following  are  the  corresponding  figures 
for  ages  60,  65  or  70,  those  for  earlier  ages  seldom 
being  adopted.  In  giving  these  illustrations,  no 
mention  is  made  of  the  "  class  of  life  "  to  which 
they  might  be  applicable,  nor  the  rate  of  interest 

2— (1822) 
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upon  which  they  are  based,  as  they  are  given  only 
for  the  purpose  of  showing  the  effect  of  the  pension 
age  upon  the  cost  of  the  pensions — 

Pension  Pension  JOY  Life  Pension  for  Life 

Age.  guaranteed  guaranteed 

or  5  years.  for  10  years. 

60    .  .  ;£U13  .  .  £1,191 

65    ..  963  .  1,072 

70    .  .•  823  .  .  975 

As  already  pointed  out,  the  difference  in  cost  of  a 
scheme  of  pensions  at  various  ages  is  not  solely  measured 
by  the  difference  in  the  value  of  the  pensions  at  such 
ages,  for  there  is  the  interval  over  which  contributions 
are  payable  which  has  as  great  a  bearing. 

Thus,  if  the  selection  rests  between  ages  60  and  65, 
not  only  is  the  cost  of  setting  up  an  ordinary  pension 
as  £1,091  (at  age  60)  is  to  £929  (at  age  65),  or  17  per 
cent,  greater  at  60,  but  5  years'  contributions  would 
be  lost. 

Thus,  in  a  scheme  which  came  before  the  writer  for 
consideration,  the  relative  cost  of  pensioning  250  men, 
aged  20  to  50,  at  60  or  65,  came  out  as  follows — 
Annual  cost  for  pensions  at  65  . .         . .  £6,700 

,,60..         ..£11,800 

Great  care  will  be  necessary  when  estimating  the 
cost  of  any  scheme,  in  selecting  the  appropriate 
mortality  table  upon  which  to  base  the  calculations, 
as  well  as  in  deciding  upon  a  safe  rate  of  interest 
to  anticipate. 

In  one  case  it  might  be  quite  sound  to  adopt  4  per 
cent,  and  a  mortality  giving  the  value  of  a  pension  at 
60  as  £959,  whilst  in  another  group  of  workers  and  with 
less  extensive  investment  facilities,  it  would  soon  be 
found  that  such  a  figure  was  at  least  £150  understated. 


CHAPTER  V 

CONTRIBUTIONS  AND   CONDITIONS — THE   CASE 
OF  THE   OLDER   MEN 

THE  class  of  pension  desired  having  been  fixed,  the 
rates  of  contribution  have  next  to  be  determined. 
It  is  customary  in  all  pension  funds  for  the  contribution 
to  be  shared,  upon  some  pre-arranged  basis,  between 
the  firm  and  their  employees,  the  firm  paying,  say, 
one-half  the  contribution  and  possibly  subsidizing  the 
older  members,  to  whom  the  contribution  at  an 
advanced  age  would  prove  too  onerous. 

The  contribution  will  vary  with  the  age  of  the 
employee  at  the  time  of  entering  the  fund,  and  is  so 
calculated  that,  at  a  given  rate  of  interest,  it  will 
amount  to  the  necessary  sum  to  provide  a  definite 
pension  by  the  time  the  pension  age  is  attained. 

It  is  usual  for  the  firm  to  guarantee  the  rate  of 
interest  at  which  contributions  will  be  accumulated. 
Here  it  should  be  borne  in  mind  that  such  a  guarantee 
will  operate  over  a  long  period  of  years,  and  must  be 
considered  carefully,  for,  if  too  high  a  rate  of  interest 
is  fixed,  and  over  some  period  of  years  not  realised, 
the  result  will  be  a  deficiency,  unless  any  difference 
is  made  up  from  sources  of  profit. 

The  views  of  an  actuary  will  have  probably  been 
taken  at  this  stage,  and  he  will  assist  the  firm  in  fixing 
a  safe  rate  of  interest,  which  should  allow  for  income 
tax,  unless  under  new  regulations  these  funds  are 
exempted. 

Membership,  whether  compulsory  or  not  in  the  first 
instance,  is  generally  compulsory  when  once  a  member 
has  entered  the  fund. 
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With  each  increase  of  salary  it  follows  that  there  will 
be  an  increase  in  the  contribution,  in  respect  of  which 
additional  contribution,  a  member  under  the  "  money 
value  "  system  is  treated  as  an  entrant  at  the  age 
at  which  such  increase  is  granted.  Thus,  with  the 
assistance  of  a  prepared  table,  a  member  can 
readily  ascertain  the  cost  of  the  additional  pension 
corresponding  to  each  increase  in  his  annual  salary. 

In  forming  a  table  of  contributions  for  a  pension 
fund  on  this  system,  it  is  tacitly  assumed  that  each 
member  will  continue  his  contributions  until  the 
pension  age  is  attained.  This,  however,  will  not  prove 
to  be  the  case,  and  therefore  it  becomes  necessary  to 
regulate  the  conditions  which  shall  apply  to  a  member 
who  dies,  or  defaults  on  account  of  dismissal  or  other 
reason,  before  the  pension  age.  (With  regard  to 
"  compulsory  membership,"  a  reference  should  be 
made  to  the  "  Shop  Clubs  "  Act,  fully  set  out  in  the 
Appendix,  which  regulates  the  terms  upon  which  the 
payment  of  contributions  may  be  made  a  condition 
of  service.) 

The  contributions  may  be  calculated  to  provide 
for  their  return  (in  whole  or  in  part)  in  the  event 
of  death.  Where  no  return  is  provided  for,  the  cost 
is  very  much  less,  especially  at  the  younger  ages,  but 
this  advantage  is  not  usually  acceptable,  a  member 
considering  it  inequitable  that  forfeiture  of  contri- 
butions should  be  a  condition,  even  if  accompanied 
by  a  smaller  contribution  than  is  necessary  to  provide 
for  some  return  in  the  event  of  death. 

Where  contributions  are  non-returnable  in  event  of 
death,  some  death  benefit  can  be  provided  by  a 
collateral  life  policy  (see  page  31),  but  this  method  of 
meeting  the  difficulty  is  not  usually  favoured.  The 
usual  plan  is  to  ignore  the  question  of  mortality  up 
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to  the  time  a  pension  is  entered  upon,  and  simply 
to  allow  for  the  accumulation  of  contributions  at 
interest  apart  from  consideration  of  survivorship. 

Such  a  method  allows  for  the  return  of  contributions 
at  death,  or  even  in  the  event  of  withdrawal,  with 
interest  (if  desired),  so  long  as  the  interest  allowed  does 
not  exceed  that  upon  which  the  contributions  are 
based. 

One  can  thus  offer  one  or  other  of  the  following 
benefits — 

(a)  At  death  ;  a  return  of  contributions,  or 

(b)  „  „  „  (with  interest). 

(c)  At    withdrawal ;     a    return    of    the    members' 
contributions  only,  with  or  without  interest. 

(d)  At   withdrawal,   in  the   case   of  long  service ; 
a  return  of  the  whole  of  the  contributions,  with  or 
without   interest. 

The  apportionment  of  contribution  between  the 
Company  and  members  is  necessary,  as  but  few  salaries 
would  admit  of  a  member  bearing  the  whole  cost. 

The  contribution  may  be  shared  equally,  or  the 
company  may  fix  the  member's  contribution  at  a 
fixed  percentage  of  his  salary  from  time  to  time, 
making  up  the  balance  themselves. 

The  "  share  and  share  alike  "  plan  is  suitable  to 
the  younger  members  of  a  staff,  but  it  does  not  afford 
sufficient  relief  to  the  older  men.  From  the  table  of 
contributions  given  on  page  13,  it  will  be  seen  that 
the  contribution  rises  very  rapidly  as  the  time  to 
elapse  before  pension  age  becomes  less. 

At  age  50,  for  example,  the  contribution  would  be 
something  like  40  per  cent,  to  45  per  cent,  of  the 
salary  for  a  pension  of  50  per  cent,  of  salary  (if  a  return 
of  contributions  with  interest  is  to  be  allowed). 

The  general  difficulty  of  the  heavy  contribution 
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for  older  men  is  got  over  by  the  firm  allowing  (in 
addition  to  their  half  or  other  arranged  share  of  the 
contribution)  an  additional  rebate  based  upon  "  back 
service  "  or  time  served. 

In  calculating  back  service  a  choice  rests  between 
two  methods — 

(1)  Years  service  with  the  company  may  be  counted, 
or 

(2)  Years  served  since  a  certain  age,  this  method 
allowing  for  service  with  other  firms,  when  an  employee 
has  joined  a  firm  with  several  years'  experience  behind 
him. 

Which  method  is  the  more  suitable  is  a  question  for 
consideration  in  each  case,  having  regard  to  the  nature 
of  the  business,  and  the  intentions  of  the  management 
who  would  be  largely  influenced  by  the  question  of 
cost. 

Back  service  may  be  calculated  upon  the  basis 
of  a  rebate  of  a  unit  per  cent,  for  each  year's  service, 
30  years,  e.g.,  carrying  a  rebate  of  30  per  cent.,  and 
where  50  per  cent,  is  payable  by  the  firm,  thus  reducing 
the  member's  contribution  to  20  per  cent,  of  the 
contribution,  or  a  scale  may  be  adopted,  giving 
preference  to  the  older  men  of  a  varying  percentage. 

The  selection  of  a  suitable  scale  is  a  matter  of 
actuarial  consideration,  with  due  regard  to  the  amount 
which  the  firm  propose  to  put  up. 

It  follows  that  the  question  of  back  service  does  not 
affect  new  members,  but  only  original  members  of  the 
staff  joining  the  scheme  and  their  original  rate  of 
contribution,  so  that  when  these  have  all  been  pen- 
sioned or  have  died,  or  otherwise  withdrawn  from 
the  fund,  the  back  service  allowance  ceases. 

Most  companies  prefer  to  pay  the  back  service 
allowance  into  the  fund  annually,  but  it  is  sometimes 
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commuted  by  a  lump  sum  paid  into  the  fund  at  its 
inception  and  calculated  so  as  to  cover  all  future  time. 
It  is  doubtful  whether  such  a  lump  sum  would  be 
deducted  as  expenses  in  making  an  Income  Tax  return. 
(See  page  44.) 

As  stated,  the  back  service  abatement  interests  only 
original  members  and  is  only  in  respect  of  the  initial 
rate  of  annual  contribution,  and  therefore  it  is  not 
allowed  from  increases  in  contribution  arising  from 
advances  in  salary. 

The  "  money  purchase  "  plan,  as  outlined,  is  fairly 
straightforward,  but  difficulties  present  themselves 
when  the  position  of  men  advanced  in  years  and 
nearing  the  pension  age  has  to  be  considered. 

THE  CASE  OF  THE  OLDER  MEN.- — It  will  already 
have  been  remarked  that  a  pension  of  £100  per  annum 
at  age  60  requires  a  sum  of  something  over  £1,000. 
This  sum  has  to  be  provided  over  the  period  between 
enrolment  on  the  pension  fund  and  pension  age. 
It  follows  that,  even  allowing  for  interest,  this  involves 
a  considerable  annual  tax  for  men  of  advanced  age, 
and  is  for  all  practical  purposes  prohibitive.  An 
abatement  of  50  per  cent.,  payable  by  the  firm,  to- 
gether with  a  back  service  allowance  of  30  per  cent, 
if  a  man  has  had  30  years'  service,  helps  to  some 
extent,  but  even  then  a  man  aged  55  would  have  to 
put  up  £35  to  £40  per  annum  out  of  a  salary  of  £200 
per  annum  for  a  pension  of  £100. 

Two  methods  of  dealing  with  cases  as  these  have 
been  framed  under  the  author's  guidance. 

In  one  case  men  aged  50  to  60  were  considered  as 
a  distinct  class. 

In  lieu  of  a  pension  age  of  60,  this  was  shifted,  and 
advanced,  each  man  becoming  entitled  to  a  pension 
after  making  10  annual  contributions,  so  that 
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those  aged  51  become  pensionable  at  61,  and  those 
aged  52  become  pensionable  at  62,  and  so  on. 

This  expedient  reduced  the  contributions  to  reason- 
able limits  as  the  cost  of  a  pension  decreases  as  the 
pension  age  is  advanced. 

In  another  case  the  men  objected  to  the  pension 
age  in  any  case  being  extended  beyond  age  65,  so  that 
the  above  arrangement  was  adopted  for  men  aged  51 
to  55,  those  aged  56  to  64  being  placed  upon  the  fund 
for  such  a  pension  as  would  be  secured  by  a  flat  rate  of 
contribution  corresponding  to  that  for  age  55,  the  balance 
of  the  pension,  according  to  the  pension  table,  being 
left  "  in  arrear,"  but  guaranteed  by  the  firm  if  and 
when  it  became  payable. 

The  following  excerpt  from  the  tables  of  the  pension 
scheme  of  this  firm  will  illustrate  the  methods  just 
described — 

MEN  AGED  51  TO  55  NEXT  BIRTHDAY. 
Specimen  annual  contributions  payable  monthly  or  quarterly  for 

10  years    (returnable   at   death   in    accordance    with    Rule)    to 

secure  a  pension  to  commence  at  the  age  shown  of  £100  per 

annum  payable  quarterly  throughout  life,   but  guaranteed  for 

5  years  in  any  event. 

Age  next  Annual 

Birthday.  Pension  Age.  Contribution. 

I     s.    d. 

51  .  .61  .  .  88  18    - 

53  .  .63  .  .  83   18     - 

55  .  .65          .  .  79     1     - 

MEN  AGED  56  TO  64  NEXT  BIRTHDAY. 

A  level  contribution  at  the  rate  of  £79  Is.  per  annum  is  paid 
(being  the  rate  for  age  55),  and  at  age  65  the  contributions  accumu- 
lated at  4%  are  used  to  provide  a  pension  for  life  (guaranteed  for 
5  years  in  any  event)  at  the  rate  of  £W  7s.  8d.  for  each  £100  of 
accumulated  contribution. 

Any  shortage  between  this  rate  of  pension  and  that  to  which 
the  member  is  entitled  in  accordance  with  the  Pension  Table  on 
Page  12  will  be  annually  provided  from  age  65  by  the  Company 
and  guaranteed  by  them. 

Thus  can  the  "  money  value  "  principle  (in  whole 
or  in  part)  be  adopted  to  meet  nearly  all  cases. 


CHAPTER  VI 

CONSTITUTION    OF   MONEY   VALUE    PENSION   FUNDS 

THE  basis  of  the  "  money  value  "  system  has  been 
fully  explained  in  so  far  as  pensions  and  contributions 
are  concerned,  and  incidentally,  arrangements  for 
returning  contributions  under  certain  conditions  have 
been  discussed. 

The  question  of  the  form  of  constitution  of  the 
pension  fund  is  one  which  needs  very  careful 
consideration. 

It  is  remarkable  that  there  does  not  appear  to  be 
any  general  Act  of  Parliament  under  which  pension 
funds  can  be  constituted  or  registered,  nor  by  which 
these  funds  can  be  incorporated. 

None  of  the  Companies  Acts  is  quite  suitable, 
and  the  Friendly  Societies  Acts  can  only  be  adopted 
if  the  maximum  pension  is  not  to  exceed  £52  per 
annum. 

Similarly,  registration  under  the  Trades  Union  Act, 
one  of  the  advantages  of  which  is  exemption  from 
income  tax,  would  not  carry  this  exemption  if  the 
amount  of  any  annuity  to  be  granted  exceeds  £30 
per  annum.  (T.  U.  Provident  Funds  Act,  1893,  ss. 
1,  3.) 

The  Assurance  Companies  Act,  1909,  necessitates 
a  deposit  of  £20,000  with  the  Board  of  Trade,  and, 
indeed,  is  stated  not  to  apply  to  "  superannuation 
allowances  or  annuities  payable  out  of  any  fund 
applicable  solely  to  the  using  and  maintenance  of 
persons  engaged  or  who  have  been  engaged  in  any 
particular  profession,  trade  or  employment,  or  of  the 
dependents  of  such  persons." 
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The  result  is  that  where  a  large  annuity  society  or 
pension  fund  is  contemplated,  it  is  sometimes  incor- 
porated by  special  Act  of  Parliament,  which,  however, 
is  an  extremely  costly  procedure. 

The  alternative  usually  adopted,  and  one  which  is 
suitable,  provided  the  constitution  of  the  firm  in 
question  permits  (examine  Memorandum  and  Articles 
of  Association  or  Deed  of  Settlement,  etc.),  is  to  form  a 
Trust  Fund  under  the  control  of  trustees  elected  from 
the  managers  of  the  firm  jointly  with  selected 
employees. 

The  trustees  are  bound  by  the  rules,  which  may  be 
enrolled  in  a  Trust  Deed,  which  will  also  define  their 
powers,  in  particular  with  regard  to  investments, 
their  term  of  office  and  method  of  election,  and, 
further,  the  conditions  under  which  they  can  retire 
or  determine  their  Trust,  with  the  consent  of  the 
members,  by  dissolving  the  fund. 

The  Investment  Clause  in  the  Trust  Deed  is  perhaps 
the  most  important,  the  object  being  to  secure  that 
such  investment  shall  be  selected  as  will  secure  a  return 
at  least  equal  to  that  upon  which  the  scale  of  con- 
tributions is  based,  or  the  rate  of  interest  guaranteed 
by  the  company.  The  risk  of  depreciation,  or  the 
loss  of  principal,  should  be  taken  into  account  as  such 
an  event  might  affect  the  solvency  of  the  fund,  and 
negative  any  benefit  obtained  from  a  superior  rate  of 
interest. 

Some  firms  are  prepared  to  guarantee  their  fund 
against  any  depreciation  up  to  a  certain  figure. 

There  is  a  further  risk  of  members,  when  becoming 
pensioners,  exceeding  their  "  length  of  life,"  a  small 
risk,  however,  if  correct  tables  are  used,  and  the 
number  of  pensioners  is  likely  to  be  substantial.  But 
the  establishment  of  a  pension  fund  tends  to  improve 
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the  rate  of  mortality,  and  annuitants  are  proverbially 
"  good  lives,"  facts  which  must  not  be  lost  sight  of. 

Quite  a  good  plan,  in  the  case  of  "  money  value  " 
schemes,  is  to  appoint  a  Life  Assurance  Company  to 
act  as  trustees,  this  method  having  the  advantage  that 
a  Life  Office  would  also  be  prepared  to  undertake  all 
matters  of  investments,  to  guarantee  a  fair  rate  of 
interest  and  the  solvency  of  the  fund,  always  provided 
it  is  drawn  up  on  sound  lines. 

Considerable  expense,  responsibility  and  risk  are 
avoided  by  adopting  this  alternative,  and  further, 
there  is  less  chance  of  possible  friction  between  trustees 
(some  of  whom  would  probably  be  directors  of  the 
firm)  if  the  trusteeship  is  vested  in  an  outside  responsible 
body  or  company. 

The  essential  difference  between  the  two  methods, 
is  that  if  a  firm  conduct  their  own  fund  under  trustees, 
they  think  they  will  be  able  to  secure  a  higher  rate 
of  interest  than  that  which  a  Life  Office  could  allow, 
seeing  that  a  Life  Office  must  run  the  risk  of  deprecia- 
tion and  also  undertake  the  management  of  the  fund, 
but  this  is  quite  a  debatable  point  if  the  expenses  of 
the  fund  are  set  against  interest. 

In  a  pension  scheme  run  by  a  firm  itself,  all  expenses  in 
connection  therewith  are  usually  borne  by  the  firm  in 
the  ordinary  course  of  business,  but  the  expense  and 
time  necessary  to  conduct  a  large  fund  will  be  con- 
siderable, and  these  items  are  often  underrated  by 
those  who  prefer  to  control  the  fund  themselves. 

The  "  Life  Office "  plan  is  absolutely  necessary 
if  the  number  of  the  staff  to  come  under  the  scheme 
is  too  small  to  give  a  sound  working  average. 

Another  inducement  to  approach  a  Life  Office  is 
the  facility  with  which  an  additional  benefit  such  as 
Life  assurance  can  be  incorporated  into  a  scheme. 
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A  firm  could  not  grant  such  a  benefit  itself,  and  if 
a  return  or  benefit  in  the  event  of  death  is  desired, 
so  that  a  member's  representatives  will  receive  more 
than  a  return  of  his  contributions,  with  or  without 
interest,  a  Life  Office  can  supply  this  need  at  a  very 
small  cost. 

It  follows,  however,  that  if,  as  has  been  explained, 
an  absolute  guarantee  against  loss  is  secured  by  arranging 
a  pension  fund  on  the  "  money  value  "  plan  with  a 
Life  Assurance  Company,  the  members  of  the  fund 
cannot  expect  to  make  any  profit  from  the  fund,  at 
least  from  interest  earnings,  or  appreciation  of 
securities  constituting  the  fund,  but  it  may  be  argued 
that  the  object  of  a  pension  fund  is  not  to  "  make 
profit." 

The  Life  Office  at  the  outset  quotes  its  lowest  terms, 
guaranteeing  interest  at  a  maximum  rate  determined 
by  its  actuary,  some  small  margin  being  allowed  for 
expenses,  risk  of  depreciation  and  its  own  profit. 
It  openly  quotes  this  rate  of  interest  and,  further, 
estimates  the  mortality  likely  to  be  experienced 
amongst  pensioners  and  guarantees  any  loss  in  this 
direction. 

Under  the  Life  Office  plan,  however,  it  can  be 
arranged  that  any  profit  purely  from  forfeiture  of 
contributions  or  part  thereof,  arising  in  the  case  of 
members  withdrawing  from  the  pension  scheme,  is 
credited  to  the  remaining  members,  but,  beyond  this, 
profit  from  interest  earnings  over  and  above  the  Life 
Office's  agreed  upon  and  quoted  rate,  or  from  the 
early  death  of  pensioners,  would  not  be  available  to 
the  firm. 

If,  after  carefully  considering  the  pros  and  cons  of 
the  two  methods  of  constitution  which  have  been 
referred  to,  a  firm  decides  to  manage  its  own  pension 
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scheme  entirely  and  form  its  own  fund,  then  it  will 
become  necessary  to  arrange  for  periodical  actuarial 
valuations. 

An  actuarial  investigation  and  valuation  will  disclose 
the  financial  position  of  the  fund,  and  afford  oppor- 
tunity for  adjustments  if  experience  should  indicate 
that  a  too  generous  benefit  has  been  offered  to  members. 

Such  a  risk  in  a  properly  conducted  fund  on  the 
"  money  value  "  principle  is  remote  (unless  too  high 
a  rate  of  interest  has  been  anticipated),  and  the 
probability  of  a  favourable  balance  is  the  more  likely. 

The  disposal  of  surplus  disclosed  by  an  actuarial 
valuation  is  generally  provided  for  by  a  rule  on  the 
following  lines — 

The  position  of  the  Fund  shall  be  submitted  to  actuarial 

investigation  on  the  first  day  of    ,    19   . ,    and 

thereafter  once  at  least  in  every  five  years,  and  for  that 
purpose  all  necessary  accounts  and  information  shall  be 
furnished  by  the  trustees  to  the  actuary.  The  actuary  shall 
report  to  the  trustees  in  writing  on  the  financial  position  of  the 
fund  ;  and,  if  such  report  shows  a  deficiency  in  the  fund,  the 
trustees  shall  determine  what  action  (if  any)  shall  be  taken, 
either  by  increasing  the  contributions  or  by  decreasing  the 
pension,  to  restore  the  solvency  of  the  fund.  If  the  said  report 
shows  a  surplus  beyond  the  requirements  of  the  fund,  such 
surplus  or  any  part  thereof  may,  at  the  option  of  the  trustees 
and  on  the  written  advice  of  the  actuary,  (a)  be  set  aside  as  a 
reserve  fund  by  the  trustees,  or  (b)  be  employed  in  either 
reducing  the  contributions  or  increasing  the  pensions. 


CHAPTER  VII 

BENEFITS  EXTRANEOUS  TO  A  PENSION  BUT  OFTEN 
COMBINED  THEREWITH 

DEATH  BENEFITS 

(a)  WHILST  the  main  object  of  a  pension  fund  is  to 
secure  a  provision  for  retirement,  yet  it  usually  happens 
that  once  such  a  fund  is  initiated  the  members  desire 
other  benefits. 

It  has  already  been  explained  that  no  body  of 
employees  would  accept  a  pension  scheme,  the  basis 
of  which  involved  a  loss  of  all  contributions  if  the 
pension  age  is  not  attained,  and  consequently,  one  at 
once  gets  a  demand  for  the  additional  benefit  of 
"  A  return  of  contributions,  in  whole  or  in  part,  with 
or  without  interest "  if  death  occurs. 

A  return  of  contributions,  however,  is  not  usually 
looked  upon  as  a  benefit  but  a  right,  and,  although  this 
view  is  not  correct,  such  a  benefit  as  shown  earlier 
appreciably  increases  the  contributions,  and  is  of  but 
little  value  if  death  occurs  in  the  early  life  of  the 
contributor. 

For  this  reason,  the  employees  of  a  firm  look  for 
some  Life  Assurance  benefit  to  secure  provision  for 
their  dependents  in  the  event  of  early  death. 

Civil  Servants  were  prepared  to  forego  part  of  a 
prospective  pension  for  a  lump  sum  to  be  allowed  at 
death. 

It  is  argued  that  if  a  pension  is  of  the  nature  of 
deferred  pay,  then  if  death  intervenes  there  is  a  moral 
right  to  allow  the  dependents  of  the  employee  at 
least  that  part  of  such  deferred  pay  as  has  accumulated 
to  date  of  death. 

30 
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Without  labouring  the  question,  there  is  an  un- 
doubted tendency  to  concede  this  view,  with  the  result 
that  contributory  Life  Assurance  schemes  are  becoming 
quite  common. 

The  consideration  of  such  schemes  will  be  left  over 
for  the  moment,  but  it  may  be  pointed  out  here  that 
Life  Assurance  for  any  desired  amount  may  be 
grafted  into  a  pension  scheme,  this  benefit  in  all  cases 
being  placed  with  a  Life  Office,  the  firm  simply  acting 
as  collectors. 

In  one  case  which  came  before  the  writer,  the  death 
benefit  was  limited  to  "twice  the  initial  pension," 
or  one  year's  salary  after  taking  into  account  the 
returnable  contributions  from  the  pension  fund. 

This  gave,  in  effect,  a  decreasing  temporary  assurance 
running  off  in  a  few  years.  The  following  may  be 
taken  as  fair  average  rates  for  such  a  benefit — 

AGES  20  TO  50  NEXT  BIRTHDAY. 

Premiums  to  secure  a  life  assurance  of  £200  or  double  the  £100 
pension,   reducible  by  each  contribution  to  the  pension  fund, 
the  premium  being  reducible  in  like  proportion. 
£100  Pension  Basis. 


Age  next 
Birthday. 

Approx. 
Term  of 
Assurance 
Years. 

Life  Assurance  Premium 
for  £200  ;  reducible, 
First  Quarter's  Premium. 

Age  next 
Birthday. 

s.    d. 

20 

16 

10    - 

20 

22 

15 

10    - 

22 

25 

13 

10    - 

25 

30 

10 

10    - 

30 

32 

9 

11     4 

32 

39 

6 

12    6 

39 

40 

5 

12    6 

40 

In  another  scheme,  the  Life  Policy  was  kept  at  a 
year's  salary  irrespective  of  the  return  of  pension 
contributions,  and  in  a  third  (a  Canadian  scheme), 
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brief  particulars  of  which  are  given  in  Appendix  V, 
the  death  benefit  is  fixed  at  $3,000. 

It  follows,  however,  that  the  larger  the  benefit 
provided  at  death  the  smaller  the  pension  available  for 
the  same  fixed  contribution,  and,  if  the  main  object  is 
a  pension  upon  retirement,  it  is  as  well  not  to  over- 
weight the  scheme  with  the  Life  Assurance  Benefit. 

There  are,  however,  a  large  number  of  staff  schemes 
in  which  the  Life  Assurance  Benefit  is  the  principal 
feature,  and  these  classes  are  considered  in  Chapter  X. 

DISABLEMENT  OR  SICKNESS  BENEFITS. 

(a)  The  one  weakness  of  the  "  money  value " 
system  of  pensions  is  its  inadaptability  to  the  case  of 
"  early  retirement "  through  illness  or  breakdown 
in  health. 

The  accumulation  of  pension  contributions  in  such 
cases  will  only  provide  a  small  pension. 

The  adjustment  of  pension  contributions  to  provide 
for  an  early  pension  in  the  case  of  "  breakdown  " 
requires  the  most  careful  handling,  and  involves 
assumptions  as  to  "  the  rate  of  retirement  "  which, 
in  the  absence  of  reliable  statistical  information,  are 
very  difficult  to  estimate. 

The  mere  establishment  of  a  pension  scheme  tends 
to  alter  "  rates  of  retirement  "  derived  from  previous 
experience  of  the  body  for  whose  benefit  the  scheme 
is  to  be  started,  and  it  is  therefore  recommended  that 
any  benefit  by  way  of  sickness  allowance  or  permanent 
breakdown  pension  prior  to  the  pension  age,  should 
be  provided  apart  from  the  pension  scheme. 

Mr.  T.  Tinner,*  F.I. A.,  however,  put  before  a  com- 
mittee appointed  to  consider  hospital  pensions  a  most 

*  By  the  courtesy  of  A.  B.  Culley,  F.I. A.  and  the  publishers  of 
"  Co- Partnership  "  an  application  of  Mr.  Tinner's  system  to  a  "  Co- 
Partnership  "  business  is  given  in  extenso  in  Appendix  VI. 
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ingenious  scheme  on  the  "  money  value  "  principle, 
which  included  disablement  pensions,  and  which  was 
based  upon  experience  of  existing  funds.  His  scheme 
is  well  worth  the  consideration  of  those  about  to  form 
pension  funds,  and  for  a  full  description,  the  reader 
is  referred  to  Pensions  for  Hospital  Officers  and  Staffs 
(C.  &  E.  Layton). 

The  committee  in  question  were,  however,  in  favour 
of  disassociating  "  disablement  pensions  "  from  the 
"  superannuation  fund  "  on  the  grounds  of  difficulties 
in  administration  and  general  considerations. 

The  writer  is  therefore  inclined  to  the  opinion  that 
the  peculiar  and  difficult  problem  of  providing  for 
"  breakdown  of  health,"  whether  temporary  or 
permanent,  is  such  that,  if  any  material  benefit  is  to 
be  offered  in  such  an  event,  it  should  be  arranged 
outside  and  independent  of  the  pension  fund. 

It  is  but  a  simple  proposition  to  provide  for  "  waiver 
of  contributions  "  in  the  event  of  illness  or  accident 
of  over  three  months  duration,  provided  the  occupation 
of  an  employee  is  not  hazardous  and  that  he  is  medically 
fit  at  the  outset. 

Such  a  benefit  would  be  met  in  approved  cases  by 
increasing  the  contribution  by,  say,  5  to  7£  per  cent., 
but  it  would  only  relieve  the  member  from  the  anxiety 
of  meeting  contributions  and  would  not  afford  him 
income  for  expenditure,  an  important  consideration 
if  his  wages  were  dependent  upon  his  capacity  to 
work. 

A  temporary  breakdown  in  health  might  be  over- 
looked by  the  firm,  and  the  pay  of  the  member  con- 
tinued in  full  for  a  limited  period,  but  "  permanent 
and  total  disablement "  would  no  doubt  create 
difficulties. 

This  risk  can,  however,  under  some  conditions,  be 

3— (1822) 
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covered  for  a  reasonable  premium  dependent  upon 
occupation  and  good  health  at  the  outset. 

The  limitation  of  such  a  benefit  as  just  described  to 
the  rare  case  of  total  and  permanent  disability  might 
not  commend  itself  to  the  average  employee  wishing 
to  benefit  in  the  event  of  temporary  disablement. 

If  a  temporary  sickness  benefit  is  to  be  provided 
it  would  be  as  well  to  form,  under  actuarial  guidance, 
a  sickness  fund  supported  by  adequate  contributions, 
these  depending  upon  the  nature  of  the  occupation, 
the  locality  in  which  the  business  is  situate  and  general 
conditions  of  health. 

The  following  rates,  supplied  by  Mr.  J.  C.  Peter, 
F.I. A.,  are  illustrative  of  the  cost  of  a  sickness  benefit 
of  £1  per  week  for  the  first  six  months,  and  thereafter, 
to  healthy  lives  engaged  in  non-hazardous  occupations 
and  working  under  favourable  conditions. 

ANNUAL  PREMIUMS  (PAYABLE  CONTINUOUSLY  TO  AGE  60)  FOR 
SICKNESS  ALLOWANCES  OF  1  PER  WEEK  ceasing  upon  the  attain- 
ment of  age  60. 

Rates  of  Sickness  based  on  M.U.  Occupation  Group  A.H.J. 

Rates  of  Mortality  based  on  M.U.  Area  1  (Rural  and  Urban  Districts 
combined). 


3    PER   CENT. 

4    PER    CENT. 

Age. 

First  26 
Weeks  of 
Sickness. 

Remainder 
of 
Sickness. 

First  26 
Weeks  of 
Sickness. 

Remainder 
of 
Sickness. 

Age. 

20 
30 
40 
50 

•901 
1-014 
1-207 
1-486 

•431 
•640 
•980 
1-590 

•877 
•992 
1-194 
1-481 

•387 
•600 
•949 
1-576 

20 
30 
40 
50 

CHAPTER  VIII 

(l)  PREPARING  DATA  FOR  MONEY  VALUE  SCHEMES 
(ll)  DRAFT  RULES  FOR  MONEY  VALUE  SCHEMES 

A  FEW  supplementary  hints  on  preparing  the  data 
from  which  the  cost  of  a  pension  scheme  on  the  lines 
referred  to  in  these  notes  can  be  ascertained,  will 
no  doubt  be  welcome  as  a  summary.  Some  little 
repetition  will,  however,  be  unavoidable. 

Careful  consideration  must  first  be  given  to  the 
method  of  conducting  the  proposed  scheme. 

It  may  either  be  conducted  as  a  "  domestic  and 
internal  department "  of  a  firm's  business,  under 
the  control  of  trustees  elected  from  the  employers  and 
the  employees,  or  it  may  be  farmed  out  to  an  Insurance 
Office. 

In  the  former  case  the  firm  can  possibly  guarantee 
to  its  members  a  better  rate  of  interest,  against  which 
expenses  of  conducting  the  fund  should  be  set,  but  an 
Insurance  Office  offers  an  absolute  guarantee  against 
depreciation  in  investments,  and  where  any  form  of 
Life  Insurance  is  to  be  offered  with  a  pension,  the 
services  of  an  Insurance  Company  are  in  most  cases 
indispensable. 

In  some  cases  the  employees  prefer  and  enjoy  having 
a  personal  control  of  their  own  funds,  whilst  in  others 
they  feel  more  secure  if  the  fund  or  the  investments 
comprising  the  fund,  etc.,  are  in  the  hands  of  a  third 
party  and  right  outside  the  firm's  business,  the  firm 
simply  collecting  the  members'  periodical  contributions 
and  adding  thereto  their  own  proportion  (to  be  agreed 
upon)  and  remitting  the  contributions  to  an  Insurance 
Company  from  time  to  time.  The  pros  and  cons  of 
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either  method  must  be  carefully  weighed,  and  largely 
depend  upon  the  circumstances  of  each  case.  (See 
page  17.) 

The  benefits  to  be  offered  have  then  to  be  considered 
and  the  determination  of  the  pension  age,  or  age  of 
retirement. 

The  more  usual  benefits  are — 

(a)  A  pension  at  60  or  65.  The  later  the  age,  the  cheaper 
will  be  the  cost  of  the  scheme  ;  and,  in  the  case  of  the  older 
members,  in  order  to  keep  the  cost  of  the  contributions 
within  bounds,  it  is  highly  desirable  that  the  pension  should 
not  be  commenced  until  a  member  has  contributed  to  the 
fund  for  ten  years. 

If,  for  example,  there  are  some  members  over  60 
years  of  age  (or  possibly  55  should  be  the  limit),  it 
is  as  well  that  they  should  be  excluded  from  the 
pension  scheme  and  otherwise  arranged  for,  when 
they  actually  retire,  by  the  purchase  of  an  annuity, 
or  paid  a  pension  annually  from  revenue.  (See 
alternative  plan  in  Appendix  I.) 

Arising  from  the  pension  benefit,  the  allowance  to 
be  made  by  way  of  return  of  contributions  in  the  case 
of  death  or  withdrawal  will  have  to  be  considered, 
interest  being  allowed  in  the  former  case,  not  exceeding 
the  rate  to  be  guaranteed  by  the  firm,  or  forming  the 
basis  of  calculation  of  the  contributions  (whichever 
is  the  smaller  rate). 

(b)  If  in  the  event  of  death  a  greater  benefit  is  to  be  pro- 
vided than  a  return  of  contributions  plus  interest,  this  should 
be  secured  by  means  of  a  Life  Policy  from  an  Insurance 
Company. 

(c)  In  some  schemes,  in  addition  to  a  pension  at  a  fixed 
age,  a  cash  endowment  is  provided  at  that  age. 

Such  a  benefit,  however,  adds  materially  to  the  cost,  and  can, 
in  effect,  be  provided  from  the  pension  benefit  if  a  mem- 
ber is  permitted,  on  attaining  the  pension  age,  fto  commute 
part  of  his  pension  on  an  actuarial  basis. 
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(d)  Whilst  few  pension  schemes  provide  invalidity  benefits, 
it  is  not  unusual  to  form  a  Benevolent  Fund  outside  the 
Pension  Fund  supported  by  a  small  levy  on  the  members, 
to  which  Benevolent  Fund  is  carried  any  surplus  (or  a  part 
thereof)  which  may  emerge  from  time  to  time,  upon  the 
valuation  of  the  Pension  Fund. 

There  is  a  large  variety  of  pension  benefits  (See 
page  17  for  numerical  illustrations),  but  any  form  of 
annuity  on  a  member's  life,  or  jointly  with  that  of 
his  wife,  guaranteed  in  either  case  for  a  term  of  years 
(or  not  so  guaranteed),  can  be  arranged  at  the  member's 
option  when  he  attains  the  pension  age,  the  annuity 
or  pension  being  based  upon  his  accumulated  contri- 
butions (possibly  increased  by  his  share  in  any 
profit-margins  arising  from  the  fund). 

These  details  having  been  arranged,  one  has  to 
decide  the  maximum  pension  to  be  granted,  and  this 
is  usually  restricted  to  from  45  per  cent,  to  60  per  cent, 
of  the  salary  at  retirement.  This  final  pension  is 
reached  by  easy  stages,  a  member  contributing  at 
date  of  entry  for  a  pension  of  the  same  proportion 
of  his  current  salary,  this  "  initial "  pension  being 
increased  with  advances  in  salary,  a  corresponding 
additional  contribution  being  paid  by  the  member 
from  the  time  he  receives  such  advance. 

CONTRIBUTIONS  AND  BACK  SERVICE. — The  most 
important  question  which  will  come  up  for  consideration 
at  this  stage  is  the  "  cost  "  of  the  proposed  scheme. 

Members  will  ask  what  these  annual  contributions 
will  be,  and  what  proportion  thereof  will  be  paid  by 
their  employers,  and  further,  what  extra  allowance 
the  employers  will  agree  to  as  a  recognition  of 
service. 

It  will  be  obvious  that  the  annual  contribution  for 
a  pension  increases  as  one  gets  older,  and  a  man  of 
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45,  with  20  years'  service  behind  him,  expects  his 
firm  to  bear  a  greater  share  of  the  necessary  contribu- 
tion than  they  would  do  for  a  man  of  the  same  age 
taken  on  the  staff  but  recently. 

It  is  usual  for  a  firm  to  pay  one-half  of  the  pension 
contributions  for  all  men,  and  make  a  "  back  service  " 
allowance  on  an  agreed  scale  in  addition  to  such 
one-half. 

In  order  to  compile  the  data  from  which  an  estimate 
of  the  cost  of  the  proposed  scheme  may  be  deduced, 
it  is  useful  to  fill  up  a  card  for  each  employee  as 
suggested  below. 


SPECIMEN  CARD. 


PENSION   FUND. 


NOTE. 


Corner  cut  off  to 
facilitate 
sorting. 


Name  or  No.  of  Employee 

Occupation 

Date  of  Birth 

1  Age  :  Years Months 


Entered  service  of  Firm,  date 

1  Completed  years  of  service 

Salary per  annum 

Commission  (if  allowed  as  salary)  per  annum 


Life  Assurance  required  £. 


Remarks  as  to  health  as  shown 
by    Insurance    Card    (if   Life 
Assurance  is  desired) 
1  Initial  Pension  £     s.    d.  per  annum    At  age. 


1  Contribution,  Member .... 
1  Back  Service  / 

Allowance    (  Member .... 


Firm 
Firm 


1  These  items  to  be  filled  in  by  the  actuary 

In  some  large  firms  there  are  different  grades  of 
employees — e.g.,  clerical  staff,  operatives,  foremen, 
etc. — and  when  the  number  of  employees  in  any  one 
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class  is  sufficiently  large  it  is  sometimes  desirable  to 
keep  that  class  distinct,  and  to  prepare  cards  of 
different  colours  to  represent  different  grades. 

The  necessity  for  grading  will  arise  where  the 
salaries  of  various  groups  are  found  throughout  to 
be  on  a  different  scale,  when  possibly  an  alternative 
rate  of  pension  may  have  to  be  adopted  in  a  particular 
grade  or  group  of  employees. 

The  financial  basis  of  contributions  and  the  working 
of  the  scheme  generally  having  been  agreed  upon, 
rules  will  have  to  be  drafted,  and  the  following  rough 
notes  may  be  of  some  assistance  in  framing  these. 
Reference  may  also  be  made  to  Model  Schemes  in 
Appendices. 

Sometimes  provision  is  made  for  relief  or  maintenance 
during  illness,  and  further,  some  death  benefit  may  be 
given.  In  the  latter  case,  unless  the  society  is  regis- 
tered as  a  Friendly  Society  (in  which  case  a  pension 
may  not  exceed  £52  per  annum,  and  life  assurance 
may  not  be  granted  for  more  than  £300),  it  is  advisable 
to  reassure  the  death  benefit  with  a  Life  Assurance 
Company,  so  as  to  avoid  the  necessity  of  putting  up  a 
£20,000  deposit  under  the  Assurance  Companies  Act, 
1909. 

SUGGESTED   RULES   OF   THE   PENSION   FUND. 
REGISTERED  OFFICE 

All  communications  to  be  addressed  to  the  Secretary,  and  Pass 
Book  enclosed  if  reference  is  made  to  either  contribution  or  benefit* 

1.  The  Fund  shall  be  known  as  the. .. Pension  Fund. 

2.  The  Registered  Office  of  the  Fund  shall  be  at... 

3.  The  object  of  the  Fund  is  to  provide  by  contributions  of 
the following  benefit  (or  benefits) — 

(1)  Pension  upon  retirement. 

(2)  Endowment  of  members  at  old  age. 
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(3)  Life  Assurance  at  early  death. 

4.  The  membership  shall  be  opened  to (here 

set  out  the  employees,  classified  or  graded,  if  necessary,  entitled 
to  participate  in  the  benefit  of  the   Funds). 

Refer  to  limits  of  age,  sex,  occupation. 

5.  If  compulsory  upon   employees   to   join,   refer  to   any 
conditions,   with    regard    to    both    present    staff    and    new 
members. 

6.  Every  member  shall  contribute  to  the  Pension  Fund  in 
accordance  with  the  following  regulations — 

(a)  Refer   to   any   minimum   or   maximum   percentage  of 
salary. 

(b)  State    how    contributions    are    payable,    monthly    or 
quarterly,  etc. 

(c)  If  more  than  one  benefit  is  to  be  secured,  refer  to  the 
respective  contributions. 

7.  If  all  management  expenses  are  to  be  borne  by  the  firm, 
state  so  ;  or  if  contributed  to  by  members,  set  out  the  scale 
or  levy  proposed. 

8.  A  general  rule  should  be  given  here,  stating  the  con- 
tribution   which    the    company    proposes    to    pay    for    each 
member,  "  which,  with  the  member's  contribution,  shall  be 
carried  to  a  special  account  to  be  kept  in  each  member's 
name,"  a  pass  book  being  supplied  to  each  member,  which 
shall  agree  upon  such  account. 

SA.  The  case  of  "  back  service "  contributions  by  the 
Company  for  members  of  long  service  over  a  given  age  should 
be  covered  by  a  special  rule,  allowing,  say,  an  abatement  from 
the  member's  contribution  over  and  above  the  Company's 
share  referred  to  in  rule  8. 

9.  The  benefits  to  be  secured  may  next  be  dealt  with,  any 
tables  referring  thereto  being  set  out  in  appendices. 

The  general  conditions  as  to  receipt  of  benefits  will  require 
to  be  carefully  worded,  and  approved  by  the  Actuary 
supplying  the  tables  of  contributions. 

10.  Provision  should  be  made  by  a  suitably-worded  rule 
for  cases  of  death,  withdrawal,  or  dismissal  (setting  out  the 
return,  if  any,  to  be  made  in  such  events).     It  may  also  be 
advisable  to  provide  for  the  possibility  of  permanent  break- 
down  in   health,   and  the   condition  of  reinstatement  of  a 
member  in  default  should  be  clearly  stated. 

11.  The  financial  arrangements  of  the  Fund  will  require 
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regulation   by   a   set   of   rules,    which   should   embrace   the 
following  matters — 

(a)  The  keeping  of  separate  and  distinct  accounts  from 
those  of  the  firm. 

(b)  A  statement  of  the  rate  of  interest  guaranteed  by  the 
firm,  or,  if  no  guarantee  is  given,  a  provision  for  the  accumula- 
tion of  contributions  at  a  minimum  rate  of  interest  or  that 
earned  by  the  Fund.     It  is  convenient  to  arrange  for  interest 
to  be  added  at  the  31st  December  in  each  year,  and  then  only 
on  completed  yearly,  half-yearly,  or  quarterly  contributions, 
this  arrangement  depending  upon  the  basis  upon  which  the 
actuary    has     computed    the    table    of    contributions. 

(c)  A    reference    to    provision    for   management    expenses 
usually  wholly  borne  by  the  Company.     (See  Rule  7.) 

The  investment  of  funds  by  the  Trustees  should  be  regu- 
lated on  a  conservative  basis  by  a  restrictive  clause  dealing 
with  the  classes  of  securities  thought  to  be  appropriate,  with 
the  exclusion  of  the  Company's  own  shares. 

If  the  Fund  is  to  be  guaranteed  by  a  Life  Assurance  Com- 
pany (see  p.  27),  this  rule  will  not  be  necessary,  as  the  Life 
Office  would  itself  obviously  undertake  the  investment  of  all 
contributions  and  funds  entrusted  to  it. 

(d)  A  general  regulation  as  to  keeping  proper  accounts, 
issuing    audited    statements   of   accounts    to    members,    the 
rights  of  the  latter  as  to  inspection  of  books,  etc.,  may  be 
given  here. 

12.  A  special  rule  will  be  required  to  be  drafted  providing 
for  the  periodical  investigation  or  valuation  of  the  Fund,  and 
an  actuarial  report  upon  its  financial  position,  with  recommend- 
ation as  to  the  disposal  or  allotment  of  any  surplus  profits 
then  in  the  Fund,  or  the  adjustment  of  any  temporary  deficit. 

13.  Rules  should  now  be  drafted  dealing  with  such  matters 
as   the   election  of  Officers,   Trustees,    Treasurer,    Secretary, 
Auditors,   Consulting  Actuary,   Committee  of    Management, 
and  generally  define  the  powers  of  each. 

14.  The  arrangements  for  the  possible  dissolution  of  the 
Fund  at  any  time,  or  the  right  of  the  Company,  subject  to 
notice,  to  withdraw  from  the  Fund,   should  be  considered, 
with  due  provision  for  the  maintenance  of  all  pensions  which 
have  been  entered  upon. 

15.  Lastly,  the  possibility  of  disputes  may  be  provided  for 
by  an  arbitration  clause. 


CHAPTER  IX 

ACCOUNTS  AND   INCOME  TAX 

A  FEW  suggestions  may  be  made  as  to  the  method  of 
keeping  the  records  of  a  money- value  pension  fund.  The 
members  are  usually  entitled  to  contribution  books  or 
pass  books  prefaced  by  excerpts  from  the  rules,  with 
the  member's  name,  address,  age  at  entry,  and  date 
of  birth,  entered  on  the  inside  of  the  cover,  and  a 
short  declaration  by  him  that  he  has  read  the  book 
of  rules  and  agrees  to  abide  thereby. 

The  ruling  of  this  book  will  naturally  depend  upon 
the  intervals  at  which  contributions  are  made,  but 
columns  should  be  provided  for  date  and  amount 
of  payment,  and  a  page  allowed  to  a  year,  say.  At  the 
foot  of  the  twelve  lines  (monthly  contributions  assumed) 
two  lines  should  be  left — one  for  the  company's  total 
contributions  over  the  year  of  a  like  sum  to  that  of 
the  member  (assuming  that  this  is  the  basis  agreed 
upon),  the  other  for  the  interest  added  for  the  year 
according  to  the  arrangements. 

The  secretary  of  the  fund  should  keep,  for  each 
member,  an  exact  replica  of  the  pass  book,  preferably 
printed  on  a  card.  Cards  are  so  much  easier  to 
handle  or  file,  and  withdrawals  or  new  entries  can 
be  given  effect  to  with  many  advantages  over 
books. 

The  ruling  for  the  card  will  follow  the  pass  book, 
sufficient  columns  being  given  on  the  face  of  the  card  to 
record  five  years'  transactions,  or  such  other  term  of 
years  as  represents  the  period  at  the  end  of  which 
an  actuarial  investigation  will  be  made. 
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On  the  back  of  each  card  (if  there  is  insufficient 
room  on  the  face)  should  be  given  : 

(a)  Member's  salary  at  time  of  entry. 

(b)  Date  and  amount  of  each  permanent  increase 
in  salary. 

(c)  Members'  initial  contribution,  with    additional 
contribution   at   each  time   he   receives   an   increase 
in  salary  (corresponding  to  (b) ). 

(d)  Date  of  birth.     Date  of  entry.     Age  at  entry. 

(e)  Date  of  exit.     Age  at  exit.     Cause  of  exit. 
(/)  Pension  age,  unless  fixed  and  common  to  all. 
(g)  Pension  secured  by  initial  contribution,  which 

item  will  be  written  up  as  the  contributions  increase. 

These  cards  would  then  be  handed  over  to  the 
actuary  en  bloc  for  examination  when  he  makes  the 
valuation,  and  the  secretary  would  commence  a  new 
set  of  cards  for  continuing  members. 

With  regard  to  the  main  accounts,  a  ledger  will 
periodically  be  written  up  from  a  summary  of  the 
cards  or  pass  books,  and  the  amount  duly  credited 
with  interest  not  less  than  at  the  agreed  upon  rate, 
this  interest  being  checked  off  against  the  total  of  the 
interest  credited  to  each  member. 

The  annual  accounts  will  comprise  a  Revenue 
Account  and  Balance  Sheet,  the  former  showing 
receipts  and  payments  (itemised),  and  the  Balance 
Sheet  the  composition  of  the  funds  in  hand. 

Accounts  should  be  kept  for  the  deposit  pension 
fund  quite  apart  from  the  company's  accounts, 
although  necessarily  connected  with  the  latter  if  the 
company  guarantee  part  of  the  contributions  and  a 
minimum  rate  of  interest. 

It  is  not  necessary  to  amplify  these  suggestions, 
nor  to  give  rulings  of  books,  as  in  most  cases  the 
secretary  or  the  accountant  of  the  company  will  be 
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fully  qualified  to  devise  the  best  method  of  accounting, 

and  the  form  of  the  books,  supplementing  and  yet 

fitting  the  system  of  accounts  of  his  own  company. 

PROVIDENT  FUNDS  AND  INCOME  TAX. 

Extract  from  "  The  Secretary" 

A  correspondent  enquires  concerning  the  treatment 
for  income  tax  purposes  of  a  company's  contributions 
to  a  superannuation  and  provident  fund.  For  the 
purpose  of  inaugurating  the  fund,  the  company  made 
an  initial  grant,  and  in  addition  arranged  for  the 
payment  of  certain  sums  which  are  dependent  upon 
the  profits.  The  Commissioners  of  Inland  Revenue, 
while  agreeing  that  the  Company's  regular  annual 
contribution  to  this  fund  shall  be  allowed  as  working 
expenses  in  computing  the  assessable  liability  to  tax, 
have  excepted  both  the  grant  and  the  additional 
amounts  mentioned.  If  the  moneys  are  definitely 
placed  in  the  control  of  a  trust  deed,  so  that  no  part 
thereof  can  be  taken  into  the  business  for  trading 
purposes,  all  contributions  to  the  funds  ought  to  be 
allowed,  for  the  payments  are  a  trade  expense  in  the 
same  sense  as  salaries  and  wages.  Any  income  of 
the  fund  from  investments  is  liable  to  assessment  at 
the  full  rate  ;  but  representations  on  this  point  have 
been  made  to  the  Royal  Commission  on  Income  Tax. 

The  Royal  Commission  referred  to  reported  as 
follows — 

We  consider  that  when  an  employer  makes  an  irrecoverable 
contribution  to  a  recognized  fund  for  the  benefit  of  his  work- 
people, his  contribution  should  be  regarded  as  a  business 
expense,  and  allowed  as  a  deduction  in  computing  his  profits. 
We  think  also  that  the  contributions  of  the  employee  which 
are  made  to  secure  a  future  pension  should  be  allowed  as  a 
deduction  from  the  income  upon  which  his  Income  Tax 
would  otherwise  be  charged.  In  the  event  of  his  contribu- 
tions being  returned  to  an  employee,  he  should  pay  Income 
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Tax  thereon,  we  suggest,  at  a  compounded  rate  or  at  an 
average  of  the  rates  at  which  he  was  liable  while  his  con- 
tributions were  being  made.  The  income  arising  from  the 
investments  of  the  funds  should  also,  we  think,  be  exempted 
from  tax  ;  but  if  interest  is  paid  to  an  employee  in  addition 
to  his  returned  contributions  on  the  happening  of  a  con- 
tingency other  than  death,  that  interest  should  then  be  liable 
to  Income  Tax  in  the  same  way  as  his  returned  contributions. 
Although  there  may  be  no  logical  ground  for  excluding  from 
assessment  any  interest  that  forms  part  of  the  sum  paid  in 
the  event  of  death,  yet  the  constitution  of  most  Superannua- 
tion Funds  is  of  such  a  nature  that,  in  practice,  it  would  be 
impossible  to  distinguish  interest  which  forms  part  of  the 
payment  on  death  from  the  other  interest  of  the  fund.  For 
this  reason,  and  because  the  sum  involved  is  immaterial,  we 
think  that  any  interest  included  in  the  sum  payable  in  the 
event  of  death  should  not  be  brought  into  assessment. 

With  the  above  recommendations,  we  couple  the  condition 
that  all  pensions  should  be  regarded  as  income  and  assessed 
in  the  hands  of  the  recipients,  and  that  the  managers  of  the 
various  funds,  as  a  condition  of  exemption,  should  give  all 
necessary  information  for  the  due  assessment  of  such  pensions. 

At  the  time  of  printing,  the  recommendations  of 
the  Royal  Commission  of  Income  Tax  have  not  been 
given  effect  to,  but  the  view  taken  by  the  Income 
Tax  Authorities  in  respect  of  contributions  made  by 
employers  appears  to  be  that  these  should  be  allowable 
as  expenses,  provided  the  pension  fund  is  a  distinct 
entity,  but  such  allowance,  so  far  as  the  writer  is 
aware,  has  not  been  admitted  in  respect  of  a  lump 
sum  down  allowed  by  the  firm. 

Under  the  existing  Income  Tax  Act,  rebate  of 
income  tax  can  be  claimed  in  respect  of  payments 
payable  on  policies  or  contracts  made  in  connection 
with  any  superannuation  or  bona  fide  pension  scheme 
for  the  benefit  of  the  employees  of  any  employer  or 
persons  engaged  in  any  particular  profession,  trade 
or  business. 


CHAPTER  X 

STAFF  LIFE  ASSURANCE  SCHEMES 

CONSIDERABLE  prominence  has  been  given  during 
recent  years  to  schemes  to  provide  Life  Assurance 
to  the  employees  of  firms,  either  on  a  contributory 
basis  or  as  a  gift  from  the  employers. 

Such  schemes  are  somewhat  less  costly  than  a 
pension  scheme,  and  where  an  Endowment  at  a  given 
age  is  coupled  to  the  Life  Assurance  Benefit,  they 
can  be  made  exceedingly  attractive. 

With  such  a  scheme  a  firm  is  relieved  of  any  obliga- 
tion to  make  an  allowance  to  the  representatives  of  a 
deceased  employee,  and  the  Endowment  Benefit 
offers  an  incentive  to  remain  with  the  firm. 

This  Endowment  Benefit  may,  of  course,  be  utilized 
in  purchasing  an  annuity  and  thus  securing  a  pension, 
but  usually  it  will  be  found  that  a  given  contribution 
will  purchase  a  less  pension  under  a  Life  Endowment 
Policy  scheme  than  under  one  or  other  of  the  various 
pension  schemes  already  described. 

It  may  be  explained  that  an  Endowment  Assurance 
Policy  is  a  combination  of  a  Temporary  Assurance, 
payable  if  death  occurs  before  a  selected  age,  with  an 
Endowment  for  a  like  amount  if  that  age  is  survived. 
Again,  a  Double  Endowment  Assurance  Policy  is 
one  under  which  the  Endowment  Benefit  is  double 
that  payable  at  earlier  death. 

Either  of  these  forms  of  policy  is  readily  adapted  to 
a  Staff  Life  Assurance  scheme,  and  a  complete  illustra- 
tion of  such  a  scheme  is  given  below. 

Some  little  ingenuity  is  required  in  fixing  the  basis 
which  shall  govern  the  amount  of  the  assurance  to  be 
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carried  upon  any  particular  life,  and  this  basis  is 
generally  made  dependent  upon  salary,  and  sometimes 
back  service  is  brought  into  consideration. 

It  is  desirable  to  give  some  preference  to  the  men 
with  moderate  salaries  as  against  the  higher  paid  men, 
and  a  good  plan  is  to  base  the  amount  of  the  policy 
to  be  effected  on  the  life  of  an  employee  on  a  formula 
which  consists  of  a  multiple  of  the  salary  of  such 
employee,  plus  a  constant  amount. 

Formula  =  2X  plus  Y, 

where  X  =  salary,  Y  is  a  constant  amount ; 

say,  £250,  we  get  a  policy  of 
£1,250  corresponding  to  a  salary  of  £500 
£    650  „  „  £200 

£    450  „  „  £100 

Any  other  arrangement  can,  of  course,  be  selected, 
and  if  service  is  to  be  brought  into  account,  the  formula 
above  suggested  may  be  varied,  thus — 

2X+    3-0  Y 
Y  =  constant,  say,  £250 
n  =  years  of  service,  so  that   a   man   thus 
gets  the  full  benefit  of  Y  after  30  years' 
service. 

The  circumstances  of  each  firm  would  no  doubt 
influence  the  choice  of  any  particular  formula  which 
a  Life  Office  might  suggest. 

Given  a  sufficient  number  of  lives  to  form  a  working 
basis,  a  Life  Office,  although  reserving  the  right  to 
decline  any  particular  life,  will  usually  dispense  with 
medical  examination,  an  abridged  statement  as  to 
health,  etc.,  of  each  employee  being  sufficient. 

The  usual  privileges  attaching  to  Endowment 
Assurance,  e.g.,  Surrender  Values,  a  free  policy  for 
each  premium  paid  proportionate  to  the  number 
payable,  and  annuity  options,  can  be  nicely  fitted  into 
a  staff  scheme,  and  it  is  an  excellent  plan  to  require 
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the  Life  Office  to  issue  two  policies  for  each  employee, 
one  in  favour  of  the  firm  covering  their  contribution, 
and  the  other  in  favour  of  the  employee  (to  be  held 
by  the  firm  during  his  employment  with  them)  covering 
the  employee's  contribution. 

On  dismissal,  or  in  the  event  of  other  contingencies 
which  might  arise,  the  rights  of  each  party  can  more 
easily  be  determined,  especially  if  suitable  rules  are 
drafted  and  agreed  upon  by  the  three  parties  (the  Life 
Office,  the  firm,  and  the  employee)  at  the  outset. 

It  is  impossible  in  a  limited  space  to  give  particulars 
of  the  various  Staff  Life  Endowment  schemes  which 
have  been  put  forward,  but  the  following  is  a  model 
put  forward  by  one  Life  Office  which  embodies  some 
of  the  suggestions  given  in  this  chapter,  but  for  which 
the  writer  does  not  claim  authorship. 

MODEL   SCHEME. 

PLAN  I.      (  (Endowment  Assurance)  I  Benefits  at 

„    II.      (  (Double  Endowment  Assurance)     )       age  65 

(1)  The  scheme  covers  the  entire  staff  under  sixty  years 
of  age,  without  medical  examination. 

(2)  It  can  be  worked  with  compulsory  membership,  number- 
ing anything  from  one  hundred  members  and  upwards,  so 
long  as  there  is  no  selection  of  lives  against  the  Company. 

(3)  Except    in    cases    where    the    maximum    insurance    is 
covered  by  a  less  amount,  members  would  contribute  2£  per 
cent,  of  current  salaries,  adjusted  to  meet  increase  in  salary 
once  in  every  five  years. 

(4)  Policies  would  be  issued  in  each  case  for  the  amount 
which  could  be  covered  by  2£  per  cent,  of  each  member's 
current  salary,   subject  to  proviso   in  No.    (3).     Every  five 
years  the  policy  would  be  increased  to  the  extent  of  the 
increased  premium  available  by  reason  of  any  increase  in 
salary. 

(5)  Policies    would    be    ordinary    endowment    or    double 
endowment  policies,   without  the  right  to   share  in  profits, 
and  would  be  payable  at  age  65  or  at  previous  death,  and 
subject  to  annual  premiums. 


STAFF  LIFE  ASSURANCE   SCHEMES 


49 


(6)  Policies  would  be  the  absolute  property  of  the  Assured, 
but  so  long  as  the  member  remains  on  the  staff  the  Employer 
or   Committee  would   hold   the   policy  ;    and   the   members 
would  agree  that  no  surrender,  mortgage,  or  other  dealings 
with  the  policies  should  take  place  without  the  consent  of 
the  Employer  or  Committee.    On  the  other  hand,  it  would  be 
competent  for  the   Committee  to  allow  temporary  dealing 
with  the  policy  in  approved  cases. 

(7)  New  Members  of  the  Staff  would  come  into  the  Scheme 
upon  the  first  anniversary  of  the  date  of  inception  of  the 
scheme  either  next  following  after  they  reach  the  initial  age, 
or  next  following  after  they  have  been  on  the  Staff  for  three 
months  if  over  the  initial  age. 

(8)  The  approximate  sum  insured  by  2£  per  cent,  of  salaries 
at  different  ages  is  shown  in  the  following  tables — 

PLAN  1. 
Non-profit  Endowment  Assurance  at  65. 

( Annual  Premium,  £2  10s.) 


Age  next  birthday  on 
entering  the  scheme. 

Period. 

Salary  on  entering 
the  Scheme,  £100. 

20  ... 
30  ... 
40  ... 
50  ... 

45  years 
35      „ 
25      „ 
15      „ 

£145  \  Other 
£105  !  amounts 
£  70  1         in 
£  40  j  proportion 

PLAN  2. 

Amount  at  Maturity  under  a  Double  Endowment  at  65. 
Half  the  amount  shown  is  payable  at  earlier  death. 
(Annual  Period,  £2  10s.) 


Age  next  birthday 
on  entering  the  scheme. 

Period. 

Salary  on  entering 
the  Scheme,  £100. 

20  . 
30  ... 
40  ... 
50  ... 

45  years 
35      „ 
25      „ 
15      „ 

£225  (  Other 
£150J  amounts 
£  95]         in 
£  45  (  proportion 

To  the  amounts  indicated  would  be  added  increased  insur- 
ance due  to  advances  of  salary  at  each  quinquennium. 

The  annuity  purchaseable  by  each  £100  realized  by  policy 
maturing  at  65  on  a  male  life  is  about  £11  per  annum. 

4— (1822) 
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(9)  The  maximum  commencing  sum  assured  under  the 

scheme  will  be  £. ,  which  applies  in  cases  where  2£  per 

cent,  on  salary  would  insure  for  a  larger  amount  than  that 
figure. 

A  limit  is  usually  fixed  in  regard  to  increases  in  the  amount 
insured  per  member  at  the  end  of  each  five  years. 

The  following  table  shows  the  bearing  of  this  stipulation — 


Age  next 
birthday 
at  time  of 
increase. 

Period. 

Additional  annual 
premium  to  insure 
an  additional  £50 
at  maturity. 

Additional  salary 
which  at  2£%would 
yield  this  premium. 

E.A. 
Plan  1. 

D.E. 
Plan  2. 

E.A. 
Plan  1. 

D.E. 
Plan  2. 

30     . 
40     . 

35  years 

25      „ 

I    s.    d. 
1     3     3 

1   15     3 

£    s.    d. 
16     4 

1     6     6 

£    s-    d. 
46  10     - 

70  10 

1    s.    ^ 
32  13     - 

53     -    - 

CHAPTER  XI 

GROUP  LIFE  ASSURANCE 

GROUP  Life  Assurance,  introduced  by  an  American 
Life  Office  some  few  years  ago,  is  a  non-contributory 
system  of  Staff  Life  Assurance,  the  policy  usually 
taking  the  form  of  a  year  to  year  contract  to  pay  an 
amount  in  the  event  of  death  during  the  year,  the 
firm  paying  a  flat  rate  of  premium  calculated  upon  the 
wages  or  salary  bill. 

The  flat  premium  rate  is  built  up  on  an  age  classifica- 
tion of  the  whole  staff,  and  is  recalculated  from  time 
to  time. 

Medical  examination  is  dispensed  with,  and  when 
an  employee  quits  the  firm  he  has  an  option  of  selecting 
(without  medical  examination)  any  form  of  policy  if 
willing  to  pay  the  premium  at  his  then  age,  which 
premium  must,  of  course,  be  met  entirely  out  of 
his  own  pocket. 

Whilst  admitting  that  a  Group  Policy  is  really 
a  gift  from  employer  to  employee  so  long  as  he  continues 
in  his  service,  the  forfeiture  of  the  benefit,  if  he  leaves, 
is  likely  to  be  thought  a  hardship  by  the  employee, 
especially  as  in  the  majority  of  these  forfeiture  cases, 
Life  Assurance  is  mostly  needed. 

The  usual  Group  plan  may  cement  an  employee  to  a 
firm,  but  it  does  not  provide  a  certain  "  death  benefit  " 
to  any  man  leaving  the  firm.  He  may  possibly  trust 
to  the  Group  Policy  as  adequate,  and  not  take  an 
additional  policy  on  his  own  account,  in  which  case 
he  may  "  find  himself  left." 

Such  a  recognized  objection,  however,  would  not 
arise  in  the  case  of  a  Group  Endowment  Assurance 
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Benefit  or  any  form  of  contributory  scheme,  as  the 
benefit  of  having  entered  the  scheme  at  an  early  age 
is  secured  to  the  man,  and  the  continuance  of  the 
corresponding  premium  is  not  so  onerous  as  in  the  case 
of  a  Group  Term  Policy. 

Brief  particulars  of  a  Group  Policy,  issued  by 
some  Canadian  Life  Offices,  which  is  also  obtainable  on 
similar  lines  in  this  country,  is  given  below  with  the 
kind  permission  of  the  Superintendent  of  the  Insurance 
Department  of  Canada,  Toronto. 

A  number  of  Life  Assurance  Companies  have  within  the 
last  few  weeks  filed  with  the  Department  specimen  policies 
and  premium  rates  for  term  assurance  at  a  low  rate  of  pre- 
mium applicable  to  employees  for  an  individual  policy,  or  by 
or  on  behalf  of  a  group  of  employees  for  a  policy  covering 
the  group. 

As  many  inquiries  have  been  received  by  the  Department 
from  the  public  as  well  as  from  Life  Assurance  Companies 
as  to  the  nature  of  the  protection  afforded  by  this  form  of 
policy,  this  memorandum  is  issued  for  their  information. 

The  following  features  of  Group  Assurance  are  common 
to  practically  all  Group  Policies — 

1.  The  insurance  is  effected  by  the  employer  on  the  lives 
of  his  employees,  each  employee  naming  the  beneficiary  to 
whom  the  insurance  money  is  to  be  paid  on  his  death. 

2.  The  premium  is  payable  monthly  or  annually,  and  is 
usually  paid  by  the  employer. 

3.  The  insurance  may  be  participating  or  non-participating. 
The   table   of  annual  rates  on   page  53    are    specimens    of 
those  already  filed. 

The  rates  are  for  occupations  of  normal  hazard. 
For  hazardous  occupations,  extra  premiums  of  from  $1  to 
$3  per  $1,000  are  charged. 

4.  Provision  is  made  for  periodical  changes  of  this  scale 
of  premiums,  say,  every  five  years,  if  found  to  be  necessary 
after  an  investigation  of  the  experience  for  the  period. 

5.  The  insurance  is   renewable   so   long  as   the   employee 
remains  in  the  service  of  the  employer.     Should  the  employee 
discontinue  his  service  with  the  employer,  insurance  under 


GROUP  LIFE  ASSURANCE 


53 


the  Group  Policy  will  cease  at  the  expiration  of  one  month 
from  date  of  discontinuance. 

6.  In  the  event  of  such  discontinuance  of  service,  the 
employee  may  within  one  month,  without  medical  examina- 
tion, obtain  an  individual  policy  from  the  Company,  or  any 
plan  other  than  term  at  the  regular  rate  of  premium 
applicable  to  his  attained  age. 


Yearly  Renewable 

Attained 

Aafk 

Term  Policies 

per  $1,000  : 

Age. 

Non- 
participating. 

Participating. 

20  .       . 

$  5-87 

$  7-95 

25  .       . 

S  6-27 

$  8-35 

30  .       . 

$  6-43 

$  8-50 

35  .       . 

$  6-76 

$  8-80 

40  .       . 

$  7-85 

$  9-85 

45  .       . 

$10-02 

$11-95 

50  .       . 

$13-78 

$15-60 

55  .       . 

$19-87 

$21-50 

60  .       . 

$29-39 

$30-70 

65  .       . 

$43-83 

$44-70 

7.  The  policies  provide  for  payment  of  the  sum  insured  in 
a  single  payment,  or  in  annual  instalments  on  the  occurrence 
of  the  total  and  permanent  disability  of  the  employee  before 
reaching  the  age  of  60.     If  the  instalment  option  is  chosen, 
the  instalments  unpaid  at  date  of  death  of  employee  will  be 
continued  to  beneficiary. 

8.  In  case  of  temporary  disability  or  leave  of  absence,  the 
insurance  is  continued  so  long  as  premiums  are  paid  as  they 
fall  due. 

9.  The  amount  of  insurance  on  any  individual  in  the  group 
is  strictly  limited.     In  some  cases  it  is    $5,000,    $1,000,  or 
$2,000  ;  in  others,  a  year's  salary  not  exceeding,  say,  $3,000  ; 
in  others,  a  minimum  of   $500  or   $1,000,  with  increments 
based  on   length  of  service.     The  exact  formula  chosen  is 
usually  left  to  the  discretion  of  the  employer. 

10.  In  the  case  of  groups  of  fifty  or  over,  medical  examina- 
tion is  usually  not  required,  although  this  minimum  number 
may  be  varied  in  the  discretion  of  the  Company.     Such  a 
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method  of  selection  assumes  that  all  or  a  comparatively  large 
percentage  of  the  employees  insure. 

11.  A  register  of  employees  is  prepared  at  the  inception 
of  the  contract,   one   copy  being  filed  with  the    Insurance 
Company  and  the  other  retained  by  the  employer.     Changes 
in  personnel  are  notified  monthly  by  the  employer  to    the 
Insurance  Company.     New  employees  are  eligible  for   insur- 
ance after  serving  probationary  period  of  three  or  six  months. 
Medical  examination  of  new  employees  is,   in   some   cases, 
discretionary  with  the  Insurance  Company. 

12.  A    policy    covering    the    group    is    delivered    to    the 
employer,    and    a    certificate    or    letter    of    notification    is 
delivered  to  each  employee  giving  the  essential  facts  respecting 
his  insurance. 

The  conditions  in  the  policy  designed  for  the  case  of  the 
individual  who  applies  apart  from  the  group  are  the  same 
mutatis  mutandis  as  the  foregoing. 
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MODEL   SCHEME   I 
(Details  of  a  Superannuation  Scheme  constituted  by  Trust  Deed.) 

CONSTITUTION    OF    THE    FUND. 

IN  this  particular  fund  to  be  constituted  by  a  Trust  Deed  as  a 
separate  entity  from  the  firm,  some  of  the  trustees  are  elected 
from  the  directors  and  some  from  the  members  of  the  staff. 

The  pension  age  was  fixed  at  60,  but  extended  in  the  case 
of  older  men  as  indicated  below. 

A  scale  of  pensions  was  drawn  up,  and  the  following  pension 
table  represents  the  limit  that  each  member  will  be  bound  to 
contribute  for  as  he  passes  from  grade  to  grade  by  reason  of 
increases  in  salary,  each  increase  in  salary  would  change  his 
grade,  thus  requiring  a  further  deferred  annuity  to  be  set  up. 
SCALE  OF  PENSIONS. 


Salary. 

Pension. 

Under  £125 
£125  or  over 
£175 

and  under  £175 
£225 

£50 
I  75 
£100 

The  scale  continues  on  these  lines  until  the  maximum 
pension  of  £500  is  reached,  which  applies  to  salaries  of  £975 
or  over. 

The  rules  contain  provision  for  the  early  withdrawal  of 
members  and  allow  a  return  of  all  contributions,  with  4  per 
cent,  in  the  case  of  death,  4  per  cent,  being  the  rate  upon 
which  the  tables  were  calculated,  this  rate  being  guaranteed 
by  the  firm. 

The  following  extracts  from  various  tables  of  contributions 
for  men  of  different  ages  will  explain  the  operation  of  this 
particular  scheme,  and  several  hypothetical  cases  are  given 
by  way  of  illustration. 

The  back  service  allowance  in  this  particular  case  was  an 
abatement  of  1  per  cent,  per  man  for  each  year's  service  of 
the  full  contribution  in  addition  to  the  50  per  cent,  of  which 
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the  firm  assume  responsibility,  the  maximum  abatement  for 
back  service  being  30  per  cent. 

MALE  LIVES — AGES  20  TO  50 

Annual  contribution  payable  quarterly  or  monthly  to 
secure  a  pension,  to  be  entered  upon  at  age  60,  of  ^100  per 
annum,  payable  quarterly  throughout  life,  but  guaranteed 
for  5  years  in  any  event.  (Contributions  returnable  at  death.) 


Age. 

Contribution. 

I     s.    d. 

20  ... 

11   14     2 

26  ... 

15  18     7 

30  ... 

19  16  11 

34  . 

25     2    5 

39  ... 

34  16    4 

45  ... 

55  11     8 

50  ... 

92  14     - 

To  find  the  full  contribution  at  a  member's  exact  age  at 
entry,  for  example,  30  and  5  months,  take  the  nearest  quarter 
age  year,  that  is  30£. 

i    s.   d. 

19  16  11  for  each  £100  p.a.  of  pension 


Age  30         .         .         . 

Add  half  difference  be- 

tween ages  31  and  30  . 


11     8 


£20    8     7 


MALE  LIVES — AGES  51  TO  55. 

Annual  contribution,  payable  monthly  or  quarterly  for 
10  years  (returnable  at  death),  to  secure  a  pension,  to  com- 
mence at  the  age  shown  of  ^100  per  annum,  payable 
quarterly  throughout  life,  but  guaranteed  for  5  years  in  any 
event. 


Age  next 
Birthday. 

Pension 
Age. 

Annual 
Contribution. 

51 
53 
55 

61 
63 
65 

I    s.   d. 
88  18    - 
83  18    - 
79     1     - 
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MALE  LIVES — AGED  55  TO  64 
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Members  will  pay  a  level  contribution  at  the  rate  of  £79  Is. 
per  annum  (being  the  rate  for  age  55),  and  at  age  65,  the 
contributions  accumulated  at  4  per  cent,  will  be  used  to 
provide  for  life  (guaranteed  for  5  years  in  any  event)  at  the 
rate  of  £10  7s.  8d.  for  each  £100  of  accumulated  contributions. 

Any  shortage  between  this  rate  of  pension  and  that  to  which 
the  member  is  entitled,  will  be  annually  provided  from  age 
65  by  the  company. 

PROPOSED  LATE  RETIREMENT  TABLE 

Should  a  member  in  Class  A  arrange  to  continue  his  services 
beyond  age  60,  he  shall,  upon  retirement  at  such  later  date, 
be  entitled  to  receive  a  pension  for  life  (guaranteed  in  any 
event  for  5  years),  of  such  a  sum  as  will  be  secured  by  his 
contributions  accumulated  to  such  actual  date  of  retirement, 
in  accordance  with  the  following  table — 


Actual  Age 
of 
Retirement. 

Pension  as  above 
secured  by  each 
£100  available. 

61 
65 

1    *.   d. 
94- 
10     7    8 

(MEN  AGED  51  TO  66) — ILLUSTRATION — (HYPOTHETICAL  CASES) 


Age          

51 

54 

Salary      ... 

£310    - 

- 

£653    - 

_ 

Pension  entitled  to  contribute  for 

£150    - 

- 

£325    - 

_ 

Payable  from  age     . 

61 

64 

Back  Service    .... 

25  years 

30  years 

Annual  Contribution 

£133     7 

_ 

£264  11 

- 

Less  50%  paid  by  Company 

£  66  13 

6 

£132     5 

6 

£  66  13 

6 

£132     5 

6 

Less  1  %  of  each  year's  Back  Service 

£33    6 

9 

£  79    7 

4 

Members'  Contribution  per  ann. 

£  33     6 

9 

£  52  18 

2 
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ILLUSTRATION  (HYPOTHETICAL  CASES). 

FIXED  ANNUAL  CONTRIBUTION  AT  ALL  AGES  FROM  55  TO 
£79  Is.  FOR  EACH  £100  OF  PENSION. 


Age          
Salary      ...... 
Pension  at  65  entitled  to  contribute  for 
Back  Service    
Annual  Contribution 
Less  50%  payable  by  Company     . 

Less  1  %  for  each  year's  Back  Service 
Members'  Contribution  per  ann. 

57 

£420     -    - 
£200    -    - 
30  years 
£158     2     - 
£  79     1     - 

59 

£470    -     - 
£250    -    - 
30  years 
£197  12     6 
£  98  16    3 

£  79     1     - 
£  47     8    7 

£  98  16     3 
£  59    5     9 

£  31   12     5 

£  39  10    6 

Note. — See  Rules  31  and  32  for  the  operation  of  this  class  of 
member. 


Notes  to  Table  Appendix  la, 

1  Pensioner  also  saves  his  contribution  for  5  years. 

Note. — (a)    and    (b)  =  Company's   contribution   for    pension 
which  increases  with  each  advance  in  salary  of  £25. 

Approx.  percentage  of  Pension  Contribution  to   Salary — 
B  D  G  H  I  J 

Member         2  %         3£%  6%  5%         13%  8% 

Company      2$%        6  %         13%        20%         16%        35% 

2   Guaranteed  for  5  years  or  life,  whichever  is  longer. 
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APPENDIX  II 

MODEL   SCHEME   II 

(Extract  from  Notes  of  a  Money  Value  Pension  Scheme 
arranged  and  guaranteed  by  a  Life  Assurance  Company.} 

THE  principle  upon  which  the  scheme  is  to  be  conducted  is 
that  known  as  the  "  money  purchase  plan."  Each  member 
of  the  firm  coming  within  the  scheme  binding  himself,  with  the 
assistance  of  the  firm,  to  contribute  the  necessary  payment 
to  effect  with  an  approved  Life  Office,  a  pension  or  deferred 
annuity  for  a  proportion  of  his  present  salary ;  the  member 
also  agreeing,  as  his  salary  increases,  to  maintain  such  pro- 
portion by  effecting  further  deferred  annuity  policies  with  the 
same  office.  He  is  also  expected  to  contribute  for  a  supple- 
mentary Life  Assurance  benefit  of  one  year's  initial  salary, 
payable  in  the  event  of  death  before  retirement. 

The  Life  Office  becomes  the  trustee  to  the  pension  scheme, 
receiving  and  investing  all  contributions,  and  paying  all 
pensions  as  and  when  they  become  due,  and  generally 
guaranteeing  the  funds. 

MEN  AGED  20  TO  50  N.B. 

The  men  under  this  group  constitute  the  main  scheme. 

BENEFITS. — The  proposed  scheme  is  to  provide  pensions 
upon  retirement  at  age  60  with  a  death  benefit  of  a  return  of  all 
contributions,  with  3  per  cent,  compound  interest,  together 
with  a  special  death  allowance  of  one  year's  salary  if  death 
occurs  before  age  60. 

The  scheme,  as  stated  above,  is  to  be  contributory  by 
the  firm  and  the  employees,  the  former  bearing  one-half  of 
the  annual  contributions  for  the  pensions  and  Life  Assurance, 
and  further,  making  some  special  allowance  for  past  service, 
which  allowance  is  termed  "  back  service  allowance." 

The  pension  for  which  each  member  will  contribute  is  taken 
at  50  per  cent,  of  his  salary  to  the  nearest  multiple  of  £25, 
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with  a  minimum  of  £50  and  a  maximum  of  £500.  The 
following  pension  table  represents  these  limits  and  each 
member  will  be  bound  to  contribute  for  the  pension  applicable 
to  his  salary,  and,  as  he  passes  to  a  higher  grade,  by  reason  of 
increase  in  salary,  a  further  deferred  annuity  si  to  be  set  up. 
It  is  usual  to  restrict  this  latter  condition  to  increases  of 
salary  up  to  the  age  of  50,  as  beyond  this  age  the  contribution 
for  an  additional  pension  becomes  prohibitive. 

SCALE  OF  PENSIONS. 


Salary. 

Pension. 

1 

Under  £125    

£  50 

2. 

£125 

or  over,  and  under  £175 

£  75 

3. 

£175 

£225   . 

£100 

4. 

£225 

„    £275   .    . 

£125 

and  so  on  to 

18. 

£925 

or  over,  and  under  £975 

£475 

19. 

£975 

or  oyer       .... 

£500 

NATURE  OF  PENSION  AND  How  PAYABLE. — The  proposed 
pension  is  to  be  payable  quarterly,  the  first  instalment  due 
three  months  after  attainment  of  age  60,  and  in  order  to  over- 
come the  condition  upon  which  an  annuity  is  usually  granted, 
that  is,  forfeiture  of  the  purchase  money,  even  if  death  occurs 
immediately  after  the  annuity  has  been  entered  upon.  .A 
guaranteed  annuity  which  will  provide  a  pension  to  be  payable 
throughout  life,  and  to  be  guaranteed  for  five  years  in  any 
event,  is  provided  for. 

CONTRIBUTION. — Each  member  will  enter  the  pension  fund 
in  the  grade  corresponding  to  the  salary  which  he  is  receiving 
as  at  the  1st  January.  There  is  no  objection  to  a  member 
having  the  option  to  enter  at  a  lower  grade  when  he  will  pay 
the  appropriate  contribution  for  the  pension  of  such  grade, 
the  firm,  of  course,  benefiting  by  his  taking  such  option,  as  they 
will  also  contribute,  under  such  circumstances,  for  the  lower 
grade.  On  passing  to  a  higher  grade,  by  receiving  an  increase 
in  salary,  a  member's  contribution  will  be  increased  by  such 
an  amount  as  will  secure  an  additional  deferred  annuity, 
calculated  at  his  age  next  birthday,  at  the  time  he  passes  to 
the  higher  grade.  This  arrangement  will  help  only  until  he 
reaches  age  50,  as  beyond  that  age  the  additional  contribution 
to  secure  a  pension  at  age  60  would  be  prohibitive.  Specimen 
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annual  contributions,  payable  by  quarterly  or  monthly 
instalments,  sufficient  to  provide  a  guaranteed  pension  of 
£100  for  age  60,  are  set  out  at  end  hereof. 

GENERAL  CONDITIONS  ATTACHING  TO  THE  BENEFITS. — In 
the  event  of  death  of  an  employee  whilst  a  member  of  the 
pension  fund,  and  before  retirement,  the  above  rates  will 
allow  of  a  full  return  of  all  contributions  together  with  3  per 
cent,  compound  interest.  It  is  proposed,  in  such  an  event, 
to  allow  an  additional  payment  of  one  year's  salary  should 
death  take  place  before  age  60,  and  specimen  annual  premiums 
at  ages  30,  40,  45,  are  given  later  for  such  a  benefit,  and  these 
premiums  will  admit  of  medical  examination  being  dispensed 
with  in  the  majority  of  cases,  provided  a  fair  number  of  men 
enter  the  scheme. 

GENERAL  CONDITIONS. — Various  rules  provide  inter  alia 
for  a  return  of  members'  contributions  in  the  event  of  any 
member  leaving  the  firm,  and  a  special  provision  covers  cases 
of  early  retirement.  Such  rules  are  a  matter  for  arrangement 
between  the  firm  and  its  members,  as,  so  far  as  the  Insurance 
Company  is  concerned,  and  so  long  as  the  Insurance  Company's 
obligations  in  the  event  of  surrender  of  the  contract  before 
age  60  from  any  cause  are  restricted  to  a  return  of  contribution 
with  3  per  cent,  compound  interest,  it  is  a  matter  of  indifference 
to  them  how  such  surrender  value  is  dispensed  with  by  the 
firm. 

It  is  not  unusual  to  return  the  members'  contributions  with 
interest,  the  firm's  contributions,  thus  released,  being  carried 
to  a  benevolent  fund. 

In  addition  to  bearing  half  the  cost  of  the  contribution  for 
Pension  Life  Assurance,  the  firm  allows  a  rebate  of  1  per  cent, 
per  annum  from  the  full  contribution  for  each  full  year  of 
actual  service  up  to  1st  January,  19 — . 

A  few  illustrations  of  the  application  of  the  scheme  to  men 
under  50  are  now  given  (see  page  66). 
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ILLUSTRATIONS  OF  SCHEME  TO  MEN  UNDER  50. 


Age        . 
Salary    
Pension  entitled  to  contribute  for 
Back  Service 
Annual  Contribution 
Less  50%  payable  by  Firm   . 

Less  Back  Service  Abate-  > 
ment  Scale       .          .        ) 

Member's  Pension  Contribution 

Life  Assurance  Premium  : 
(Sum  assured  -  salary) 

Less  50%  payable  by  Firm 

Member's  Total  Contribution 
Percentage  of  Salary 
Note.     If  back  service  is  al- 
lowed since  age  20  the  mem- 
ber's  pension    contribution 
will  be  further  reduced  by   . 

Percentage  of  Salary 
The  Firm's  total  contribution 
on  this  latter  basis  would  be 

30 

/200 
£100 

(a)  9  yrs. 
£21     8     4 
10  14     2 

40 

£450 
£225 
(a)  8  yrs. 
£87  19     4 
43  19     8 

45 

£300 
£150 
(a)  3  yrs. 
£85  18  11  . 
£42  19     5 

£10  14     2 
(9%) 
£1   18     7 

£43  19     8 

(8%) 
£7-9 

£42  19     6 
(3%) 
£2  11     7 

£8  15     7 

£36  18  11 

£40  7     11 

£336 

£8  13     8 

£693 

£1   11     9 

£4     6  10 

£347 

£10     7     4 
about  5% 

£       4     4 

£41     5     9 
abt.  9-2% 

£10  11     1 

/43  12     7 

'abt.  14-5% 

£18  18     2 

£10     3 

about  5% 

£14     8  10 

£30  14     8 
about  7% 

£65  18     4 

£24  14  5 
about  8% 

£G7  13     9 

CURTAILED  TABLE  OF  CONTRIBUTIONS. 

Annual  contributions  payable  in  four  (equal)  quarterly  instalments 
at  the  end  of  each  quarter  to  secure  an  annuity  of  £100  per 
annum,  payable  quarterly  during  life  after  age  CO,  but  guaranteed 
for  five  years  in  any  event. 


Age 
next  Birthday 
at  Entry. 

No.  of 
Annual 
Contributions 
Payable. 

Contribution  : 

Contribution  : 

Male  Lives.  1 

Female  Lives.  x 

20 
30 
33 
40 
45 

40 
30 
27 
20 
15 

£     s.    d. 
13     1     6 
31     8     4 
25     5     4 
39     1    11 
57     5   11 

10%  additional 
contribution  to 
secure  same 
pension 

One-half  paid  by  the  firm  with  Back  Service  rebate. 
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APPENDIX  IV 

MODEL   SCHEME   III 

RULES    OF    A    PENSION    FUND    WITH    VARIABLE 
CONTRIBUTIONS 

CONTINUOUS  membership  will  be  compulsory  upon  all  employees 
joining  the  fund  so  long  as  they  are  in  the  service  of  the  com- 
pany, and  no  member  may  cease  to  contribute  or  resign  his 
membership  whilst  in  the  service  of  the  company  unless 
temporarily  exempted. 

Members  of  the  fund  shall  be  divided  into  two  classes  : 
Class  A,  which  shall  consist  of  members  between  the  ages 
of  21  and  45  inclusive,  at  the  time  of  becoming  a  member 
of  the  fund. 

Class  B,  those  over  45  at  the  time  of  becoming  a  member 
of  the  fund. 

All  members  in  Class  A  shall  contribute  to  the  pension  fund 
in  accordance  with  the  regulations  contained  in  this  rule, 
namely  : 

A  minimum  annual  contribution  of  4  per  cent,  of  the 
salary,  which  contribution  shall  be  deducted  from  each 
monthly  instalment  of  salary  (excluding  any  bonus),  the 
member  having  the  right  to  make  a  larger  contribution  not 
exceeding  in  any  one  year  in  the  aggregate  8  per  cent.,  of  the 
salary  with  a  maximum  contribution  of  £50  in  any  one 
year,  unless  permission  to  exceed  this  amount  is  obtained 
from  the  trustees. 

All  contributions  received  from  members  in  Class  A  will  be 
carried  to  a  special  account  to  be  kept  in  each  such  member's 
name,  to  which  account  the  company  will  contribute  every 
year  a  like  sum  to  that  contributed  by  the  member,  to  be  added 
at  the  end  of  each  complete  year. 

All  expenses  of  management  of  the  fund  will  be  undertaken 
by  the  company. 

Members  of  the  fund  in  Class  A  shall  be  entitled  to  the 
following  benefits  :  Upon  attaining  the  age  of  60,  and  re- 
tiring from  the  employ  of  the  company,  a  Class  A  member 
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snail  be  entitled  to  pension  (payable  monthly)  of  such  a  sum 
as  the  total  of  his  contributions  and  those  of  the  company 
(with  interest)  standing  to  his  credit  will  provide.  Table  A  is 
attached,  which  indicates  the  pension  per  annum  (payable 
monthly)  secured  by  an  annual  contribution  of  £1  per  annum, 
and  a  like  contribution  from  the  company.  Provided  that 
any  member  on  attaining  the  age  of  60,  may,  with  the 
consent  of  the  trustees  and  the  company,  defer  retiring 
from  the  employ  of  the  company,  and  on  his  later  retirement 
shall  be  entitled  to  a  pension  of  such  increased  amount 
as  may  be  certified  by  an  actuary  appointed  by  the 
trustees. 

All  pensions  to  members  will  be  for  the  period  of  life,  and 
should  the  death  of  a  member  in  Class  A  occur  within  ten 
years  of  his  entering  upon  his  pension,  his  representatives  will 
receive  the  commuted  value  at  the  date  of  his  death  of  such 
part  of  his  pension  as  he  has  himself  contributed  to,  but  a 
further  allowance  may  be  made,  at  the  discretion  of  the  trustees 
from  the  company's  contributions,  according  to  the  circum- 
stances of  each  case.  The  value  of  any  such  allowance  will 
be  certified  by  an  actuary  appointed  by  the  trustees,  but  no 
allowance  whatever  shall  be  made  in  respect  of  contributions 
of  either  party  should  death  occur  after  a  period  of  ten  years 
from  the  date  of  retirement. 

If  after  an  annuitant  has  enjoyed  the  pension  for  a  period 
not  exceeding  ten  years,  his  condition  of  health  is  such  as  to 
indicate  that  he  may  only  survive  a  short  period  of  years, 
the  trustees  shall,  at  their  absolute  discretion,  have  power  to 
commute  the  annuity  on  the  terms  referred  to  in  the  foregoing 
paragraph. 

Various  conditions  are  made  as  to  return  of  contributions 
on  leaving  service  of  the  company. 

In  the  event  of  permanent  breakdown  in  health  of  any 
member  prior  to  entering  upon  his  pension,  or,  if  desired  by 
the  company,  at  any  time  after  a  member  has  attained  age  50 
the  trustees  shall,  at  their  absolute  discretion,  have  power  to 
allow  such  member  a  pension  of  such  an  amount  as  is  warranted 
by  the  amount  standing  to  his  credit  (such  pension  to  be 
actuarially  certified).  In  lieu  of  pension  or  part  thereof  a 
cash  payment  may  be  made,  should  the  circumstances  appear 
to  warrant  this  alternative. 

In  the  event  of  the  death  of  any  member  before  retirement, 
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his  representative  shall  be  entitled  to  receive  the  amount 
standing  to  his  credit  in  respect  of  his  own  contributions,  with 
interest  at  4  per  cent,  per  annum,  to  the  preceding  31st 
December.  At  the  discretion  of  the  trustees  an  ex  gratia 
allowance  may  be  made  from  the  company's  contributions 
in  respect  of  any  such  member. 

Class  B  members.  In  the  case  of  an  employee  whose 
age  is  over  45,  opportunity  will  be  afforded  immediately 
the  pension  scheme  comes  into  operation  of  securing  a  pension 
to  commence  at  an  age,  and  upon  terms,  to  be  arranged  by  the 
trustees  with  the  consent  of  the  company.  A  similar  privilege 
may,  at  the  absolute  discretion  of  the  trustees,  be  afforded 
to  any  new  members  of  the  staff  whose  age  at  the  time  of 
appointment  exceeds  45. 

At  least  once  in  every  five  years  an  actuarial  valuation  of 
the  fund  shall  be  made  by  an  actuary  appointed  by  the  trustees, 
who  shall  make  a  full  report  to  the  trustees  on  the  financial 
position  of  the  fund,  a  synopsis  of  such  report  being  available 
for  inspection  by  contributing  members.  Any  surplus 
discovered  by  such  a  valuation,  subject  to  the  setting  up  of  a 
special  reserve  fund  if  considered  necessary,  may  be  applied 
at  the  discretion  of  the  trustees,  acting  under  the  advice  of 
the  actuary,  in  increasing  the  future  pensions,  such  increase 
being  determined  as  between  the  several  contributing  members 
on  the  basis  of  the  accumulated  contributions  standing  to 
the  credit  of  each.  The  trustees  may  vary  the  method  of 
allotment  of  surplus  under  actuarial  advice  in  any  particular 
case  where,  at  the  time  of  such  allotment,  the  current  rate  of 
contribution,  including  that  of  the  company,  secures  a  pension 
at  the  age  of  60,  in  excess  of  75  per  cent,  of  the  member's 
salary  at  that  date,  in  which  case  the  surplus  to  his  credit  may 
be  applied,  at  the  discretion  of  the  trustees,  to  reduce  his 
future  contributions  jointly  with  those  payable  by  the 
company. 

The  company  shall  guarantee  the  accumulation  of  the 
funds  of  the  pension  fund  at  5  per  cent,  per  annum,  compound 
interest,  computed  annually,  retaining  the  right,  however 
(subject  to  six  months'  notice  to  all  the  members),  of  closing 
the  fund  to  new  entrants,  or,  on  the  other  hand,  of  bringing 
into  the  fund  on  the  same  terms  the  members  of  any  other 
department  or  associated  company  without  prejudice  to  the 
rights  of  existing  members. 
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TABLE  A  (WITH  RETURN) 
(Curtailed] 

Amounts  of  annuity  per  annum  (payable  monthly),  com- 
mencing at  age  60,  secured  by  an  annual  contribution  of  £1 
from  the  member  together  with  a  contribution  of  £1  per 
annum  from  the  company,  with  the  proviso  that  should 
the  death  of  member  occur  within  ten  years  of  his  entering 
upon  the  annuity,  his  representatives  shall  receive  the  reserve 
held  against  the  annuity  of  the  member. 


Age  of 
Entry. 

Amount  of 
Annuity. 

Age  of 
Entry. 

Amount  of 
Annuity. 

£     s.    d. 

£    *•    d. 

21 

11   10     - 

33 

65- 

28 

10  10     - 

35 

5  10 

25 

9  10     - 

37 

5     -     - 

27 

8  15     - 

39 

45- 

30 

7  10     - 

41 

3  15     - 

31 

7     -     - 

42 

3  10     - 

45 

2  15     - 

In  the  case  of  female  employees,  the  pension  shown  in  the 
foregoing  table  should  be  reduced  by  5  per  cent. 


APPENDIX  V 

MODEL   SCHEME   IV 

(Extract  from   "Journal  of  the  Actuarial  Society  of  America."} 

A    PENSION    FUND    METHOD 

(Suggested  by  C.  C.  Ferguson,  Actuary  to  the   "  Great  West  " 
Life  Office,  of  Winnipeg.) 

ONE  of  the  most  difficult  subjects  with  which  actuaries  have 
to  deal  is  the  valuation  of  pension  funds,  and  it  has  been 
impressed  upon  the  writer  that  the  special  difficulties  in  this 
connection  have  usually  arisen  on  account  of  the  failure  of  the 
originators  of  the  schemes  to  provide  a  definite  actuarial 
basis.  We  may  assume  that  the  following  include  the  main 
benefits  of  the  average  pension  scheme — 

1.  A  provision  for  death  before  the  age  of  retirement. 

2.  A  provision  for  disability  during  years  of  service. 

3.  An  old  age  provision  available  after  retirement. 

Of  these  benefits  the  old  age  provision  is  usually  given  the 
greatest  prominence,  and  the  amount  of  pension  is  determined 
by  allowing  for  each  year  of  service  a  percentage  of  salary. 
There  is  no  reason  why  the  amount  of  pension  should  not 
depend  exactly  upon  the  amount  of  contribution,  and,  if  this 
were  the  case,  the  difficulties  to  be  encountered  in  subsequently 
handling  the  fund  would  be  largely  avoided. 

The  following  is  a  suggestion  along  this  line — 

The  usual  method  of  contributing  to  the  pension  fund  is  by 
setting  aside  a  certain  percentage  of  salaries,  of  which  one-half 
is  frequently  contributed  by  the  employers,  and  it  is  not 
necessary  to  suggest  any  change  in  that  connection.  The 
only  instruments  required  to  operate  the  plan  I  have  in  mind 
are  two  tables,  one  showing  rates  of  premiums  (level  premium 
plan)  on  a  temporary  insurance  terminating  at  the  age  fixed 
for  retirement,  and  the  other  showing  for  each  attained  age 
(less  than  the  age  of  retirement)  the  amount  of  pension  which 
might  be  purchased  by  unity. 

A  card  would  be  written  for  each  employee  somewhat  as 
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follows,    where  figures   applicable   to   an   assumed   case   are 
partly   entered. 


NAME  :    Richard  Doe. 


Age  at  Entry,  21. 
Premium   $32-22. 


Available 

Pension 

Year. 

Age. 

Salary. 

8%. 

for 

Pur- 

Pensions. 

chased. 

$ 

S 

$ 

$ 

1911   . 

21 

500 

40 

7-78 

9-10 

1912   . 

.  22 

550 

44 

11-78 

13-19 

1913   . 

.  23 

600 

48 

15-78 

16-88 

1914 

.  24 

650 

52 

19-78 

20-18 

1915 

.  25 

700 

56 

23-78 

23-07 

1950 

60 

2,450 

196 

163-78 

26-07 

1951 

.  61 

2,500 

200 

167-78 

25-17 

1952 

.  62 

2,550 

204 

171-78 

24-05 

1953 

.  63 

2,600 

208 

175-78 

22-85 

1954 

.  64 

2,650 

212 

179-78 

21-57 

1955  (t  yr.) 

.  65 

1,350 

108 

91-89 

10-11 

1407-78 

It  is  assumed  in  the  above  that  an  insurance  of  $3,000  is 
provided,  and  that  8  per  cent,  of  salaries  is  contributed  to  the 
fund.  [The  premium  for  insurance  is  a  rate  quoted  by  a 
Colonial  Office,  which  could  not  be  obtained  on  this  side. 
The  rate  of  interest  assumed  is  4  per  cent.  The  figures, 
however,  serve  the  purpose  of  an  illustration.] 

From  the  above  it  appears  that,  in  addition  to  the  insurance 
protection,  a  contribution  of  8  per  cent,  of  salaries  would 
secure  a  pension  of  SI, 407.  Naturally,  if  less  insurance  were 
granted  the  pension  would  be  greater  and  vice  versa. 

On  retirement,  the  pensioner  would  be  permitted  to  change 
his  annuity  into  one  payable,  so  long  as  either  he  or  his  wife 
survived,  the  pension  being  reduced  according  to  the  age  of 
the  wife,  or  he  might  be  allowed  a  reduced  pension  guaranteed 
for  at  least  a  fixed  number  of  years. 

On  resignation  or  dismissal,  the  employee  could  be  allowed 
a  portion  of  the  amounts  applied  to  purchase  pensions,  no 
allowance  being  made  on  account  of  the  insurance  premiums. 
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As  only  a  portion  of  the  reserves  on  the  pensions  would  be 
allowed  on  resignation,  the  withdrawals  would  leave  a  profit 
in  the  fund  which  might  be  applied  in  liberalizing  the  dis- 
ability or  sickness  benefits.  Also  the  funds  could  sometimes 
be  invested  at  a  higher  rate  than  4  per  cent.,  and  the  profit 
from  this  source,  as  ascertained  by  a  periodical  valuation, 
could  be  applied  in  adding  bonuses  to  the  pensions. 

Very  little  labour  would  be  involved  in  this  plan.  The 
cards  could  be  brought  up-to-date  once  a  year,  and  a  consulting 
actuary  could  be  employed  once  in,  say,  five  years  to  make 
the  valuation. 

While  the  plan  could  be  applied  with  advantage  in  a  great 
variety  of  institutions,  I  think  it  would  be  especially  useful 
for  pension  funds  guaranteed  by  life  insurance  companies, 
which  could  grant  the  insurance  and  annuities  as  though 
in  the  natural  course  of  business,  so  that  no  separate  pension 
fund  would  be  required.  It  would  probably  be  found  necessary 
however,  to  calculate  the  premiums  and  the  annuity  considera- 
tion by  the  methods  usually  followed  in  respect  to  contracts 
issued  to  the  public. 

I  do  not  think  that  there  would  be  any  legal  difficulties 
to  prevent  the  adoption  of  this  plan  by  life  insurance  com- 
panies. I  may  add  that  the  principle  involved  has  been 
adopted  by  the  Company  with  which  I  am  connected  and  has 
given  entire  satisfaction. 

C.    C.    FERGUSON. 
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CO-PARTNERSHIPS   AND   PENSION    SCHEMES. 

By  A.  B.  CULLEY,  F.I. A. 

(Reprinted from  "Co-partnership,"  June,  1920,  with 
the  kind  permission  of  the  Publishers  and  the  Author.} 

CO-PARTNERSHIP  deals  with  the  distribution  of  the  surplus 
arising  in  any  industry  after  payment  of  all  the  factors  of 
supply.  Pension  schemes  are  found  much  more  frequently 
than  Co-partnerships,  and  the  general  impression  is  that  the 
employers  are  giving  much  more  valuable  benefits  in  the 
latter  case  than  under  a  pension  scheme,  but  a  simple  illustra- 
tion will  show  that  this  is  not  necessarily  a  correct  view. 

Suppose  a  firm  selects  the  favourite  form  of  Co-partnership 
—  a  limited  liability  company  will  be  formed  and  the  articles 
of  association  will  arrange  that  after  (1)  paying  all  expenses  : 
(2)  making  all  necessary  provision  for  depreciation  and 
reserve  ;  (3)  paying  the  interest  on  debentures  and  preference 
stock  ;  (4)  and  a  minimum  rate  of,  say  6  per  cent,  to  the 
ordinary  shares  ;  (5)  the  balance  of  the  net  profits  shall  be 
divided  equally  between  the  ordinary  shareholders  and  the 
employees.  It  is  obvious  that  the  employee  only  benefits 
at  stage  (5),  whereas  under  a  Pension  scheme  he  will  benefit 
at  stage  (1),  the  contribution  of  the  company  to  the  Pension 
Fund  being  part  of  the  ordinary  expenses  and  payable  even 
if  the  concern  make  a  loss. 

The  difference  is  therefore  largely  one  of  form,  and  it 
would  be  advisable  to  bear  this  in  mind  when  a  Pension  Fund 
is  formed,  and  to  arrange  for  the  company  taking  powers  to 
make  its  contribution  to  Pension  Fund  at  stage  (2),  in  which 
case  the  scheme  will  take  its  place  in  the  Co-partnership  family 
and  will  influence  other  concerns  in  the  same  direction  more 
powerfully  than  if  it  remain  comparatively  unknown. 

I  stated  at  the  outset  that  Co-partnership  deals  with  the 
distribution  of  the  surplus  after  payment  of  all  the  factors 
of  supply,  and  it  is  obvious  that  the  system  will  give  most 
satisfactory  results  where,  after  payment  of  all  the  factors, 
labour,  capital,  and  reserve,  there  remains  a  margin  which 
is  not  likely  to  be  eliminated,  and  which  by  good  progressive 
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and  economic  management  can  be  increased.  The  best  case 
is  where  there  exists  what  the  economists  call  a  rent  or  quasi 
rent. 

This  question  of  rent  is  of  fundamental  importance,  as  it 
is  out  of  this  reservoir  that  the  co-partners  are  paid  or  the 
Pension  Fund  built  up.  Thus  a  concern  which  can  only  just 
pay  its  way  must  carry  on  without  either.  If  in  a  more 
fortunate  stage,  but  operating  under  the  handicap  of  fierce 
competition  or  fluctuating  demand,  the  margin  will  be  small 
and  perhaps  will  not  provide  an  adequate  contribution  for  the 
financing  of  a  full  pension  fund — in  this  case  the  course  for 
adoption  would  be  to  devote  the  whole  of  its  available  margin 
to  provide  pensions  for  the  select  few  of  its  oldest  employees. 
Higher  up  the  scale  where  specially  favourable  conditions 
apply — the  quasi  rent  may  arise  from  advantage  of  site  result- 
ing in  cheaper  transport  or  export  facilities  than  are  enjoyed 
by  its  competitors  (such  as  Armstrong  Whitworths,  with  the 
river  on  one  side  and  the  railway  on  the  other)  or  in  the  skilled 
hands  it  has  retained  in  its  service — here  the  employer  can 
weigh  up  the  advantage  of  Co-partnership  or  pension  schemes. 
On  the  next  scale  come  concerns  operating  in  the  sphere  of 
partial  monopoly — banks,  newspaper  offices,  insurance  com- 
panies, etc.,  which  can  readily  afford  to  treat  their  employees 
on  a  handsome  pension  basis  ;  whilst  finally  we  arrive  at  full- 
fledged  monopolies,  which  can  carry  Co-partnership  to  the 
limit  of  generosity  owing  to  their  control  of  price.  For 
example,  Lever  Bros,  can  hold  out  the  prospect  to  an  employee 
earning  only  ^200  a  year  of  being  possessed,  at  age  65,  of 
capital  amounting  to  ,£3,293  and  a  pension  in  addition  of  ^140 
a  year,  and  all  this  to  be  achieved  without  raising  the  cost  of 
soap  to  the  consumer. 

There  is  one  conspicuous  example  of  the  introduction  in  an 
industry  of  a  pension  scheme  and  its  subsequent  development 
to  a  full  scheme  of  Co-partnership,  which  is  worth  noting  in 
passing  by  men  of  business,  as  a  possible  solvent  of  the  prac- 
tical difficulty  that,  owing  to  competition,  or  special  trade 
risks,  there  is  a  strong  probability  that  in  some  future  years 
there  will  be  little  or  no  profit  to  divide.  In  this  case  a 
voluntary  pension  fund  was  formed  by  the  employees  con- 
tributing from  2£  per  cent,  to  5  per  cent,  of  their  wages 
(according  to  age  and  with  a  salary  limit  of  ^500  in  the  case 
of  highly  paid  officials),  the  company  making  annually  an 
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equal  contribution  and  arranging  that  one  half  of  the  net 
profits  after  payment  of  6  per  cent,  to  the  ordinary  share- 
holders should  go  to  form  a  pension  fund  reserve. 

After  a  few  years  of  successful  trading  it  was  found  that  the 
reserve  fund  provided  for  all  possibility  of  a  future  actuarial 
deficit,  and  the  outlook  for  trading  profits  being  quite  satis- 
factory, the  step  to  full  Co-partnership  was  taken  by  closing 
the  Pension  fund  reserve  and  making  every  member  of  the 
pension  fund  a  co-partner  sharing  in  the  allocated  portion  of 
net  profits  on  the  basis  of  the  wages  received  in  the  year  of 
account. 

It  will  be  seen  that  the  payments  made  by  the  employers 
were  on  the  same  basis  throughout  the  two  periods,  and  that 
in  the  first  period  such  payments  were  made  to  the  employees 
collectively,  until  the  financial  position  justified  the  release 
annually  in  cash  or  shares  of  part  of  the  net  profits  to  the 
individual  employees. 

The  subject  can  be  looked  at  from  two  points  of  view : 
(1)  that  of  an  industry  taken  as  a  whole,  the  pension  fund 
or  Co-partnership  scheme,  selected  being  one  which  fits  in 
with  the  general  circumstances  of  the  industry,  (2)  that  of  an 
individual  employer  without  reference  to  any  similar  profession 
or  trading  concern.  I  would  advise  a  person  interested  in  the 
subject  from  the  larger  standpoint  of  a  whole  industry  (1)  to 
study  the  scheme  associated  with  the  Shipbuilders  and  Engin- 
eering Federation  and  embodied  in  the  Foremen's  Mutual 
Benefit  Society,  and  (2)  to  note  one  or  two  points  brought  out 
in  the  recently  issued  report  of  the  Departmental  Committee 
on  the  Superannuation  of  Persons  employed  by  local  authorities 
(C.D.  329),  also  the  principles  underlying  Mr.  Tinner's  scheme 
as  set  out  in  the  report  on  Pensions  for  Hospital  Staffs  (1919 
C.  &  E.  Lay  ton). 

The  Foremen's  Mutual  Benefit  Society  is  a  Friendly  Society 
formed  by  several  of  the  leading  Shipbuilding  firms  in  Scotland 
and  the  North  of  England  over  twenty  years  ago,  entrance 
to  which  is  open  to  foremen  nominated  by  the  individual  firms. 
Each  foreman  contributes  2s.  6d.  a  week,  a  like  contribution 
being  made  to  the  Society  by  the  employer.  The  benefits 
provided  are — 

(1)  A  pension  at  age  65  or  earlier  age.  (The  maximum 
pension  is  limited  to  £52  per  annum  by  the  law  regulating 
Friendly  Societies.) 
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(2)  A  weekly  sickness  benefit  of  20s.,  reducing  to  10s.  after 
12  months. 

(3)  Subsidiary  unemplo3^ment,  life  assurance  and  breakdown 
benefits. 

There  is  a  widespread  opinion  that  employers  are  taking 
a  risk  in  making  substantial  contributions  to  a  Friendly 
Society  composed  of  their  employees,  owing  to  the  fact  that 
absolute  power  to  deal  with  the  funds  and  amend  the  rules 
is  vested  in  the  members,  and  this  danger  to  the  stability  of 
the  Society  is  not  counter-balanced  by  the  privileges  attaching 
to  registration,  of  which  the  most  valuable  is  that  the  Society  is 
free  from  Income  Tax  liability.  It  is  therefore  of  interest 
to  note  that  under  the  rules  of  the  Foremen's  Mutual  Benefit 
Society  each  employing  firm  has  one  vote  for  each  employee 
contributing  member,  thus  providing  an  ample  safeguard 
against  the  introduction  of  revolutionary  changes.  At 
present  there  are  over  608  Shipbuilding  and  Engineering  firms 
contributing  in  respect  of  over  6,200  members  entitled  to 
benefit  from  this  excellent  institution,  and  a  careful  study  of  its 
constitution,  operations  and  actuarial  equipment  will  point 
out  the  way  for  dealing  with  the  case  of  an  industry  taken  as 
a  whole  on  such  lines  as  should  lead  to  rapid  expansion  through 
the  enthusiasm  generated  in  the  army  of  skilled  and  intelligent 
workers. 

Undoubtedly  from  the  point  of  view  of  the  employees  it 
is  a  great  attraction  if  a  scheme  is  selected  which  does  not 
unduly  penalise  them  on  a  change  of  employment.  Under 
this  scheme  transfers  within  the  group  made  no  difference  at 
all  as  the  new  employer  automatically  takes  up  the  monthly 
payments  in  place  of  the  firm  which  has  been  paying  these  until 
the  beneficiary  left  to  better  his  position. 

The  same  principle  is  recommended  hi  the  report  on  the 
Superannuation  of  Municipal  Employees.  Separate  pension 
funds  are  to  be  set  up  on  a  county  basis  (excluding  the  large 
cities  which  will  have  funds  of  their  own)  and  on  an  employee 
leaving  one  district  to  take  a  higher  position  with  another  local 
authority  his  "  transfer  value  "  goes  with  him  into  the  new 
fund. 

Another  important  point  if  the  scheme  is  to  be  popular 
with  the  staff  is  that  it  should  be  worked  on  an  individual 
basis.  The  employee  wants  to  see  his  own  individual  account 
growing  before  his  eyes  and  if  his  share  is  merged  collectively 
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with  the  other  members  and  in  the  event  of  death  before 
retirement  his  next  of  kin  is  only  entitled  to  a  return  of  his 
own  payments  without  interest,  very  little  enthusiasm  for 
the  scheme  is  generated,  however  good  the  ultimate  pension 
may  be.  If  he  is  young  he  thinks  that  he  will  never  live  to 
get  it  and  if  he  breaks  down  in  health  his  pension  seems  very 
inadequate.  Most  existing  pension  funds  are  on  the  collective 
basis  but  the  advocates  of  the  "  Money  payment  "  principle 
have  been  reinforced  quite  recently  by  the  prominence  given 
to  the  tables  worked  out  and  explained  by  Mr.  T.  Tinner, 
F.I. A.,  in  connection  with  the  report  on  Pensions  for  Hospital 
Officers  and  Staffs. 

The  underlying  theory  of  Mr.  Tinner's  scheme  is  that  the 
sum  of  £1  at  any  age  will  provide  a  pension  of  £ —  a  year  at 
the  pension  age  or  on  earlier  retirement  through  disablement 
and  the  values  of  pension  for  successive  ages  are  given  in  the 
tables  supplied  at  the  end  of  this  paper. 

The  tables  are  calculated  on  the  basis  of  each  yearly  payment 
providing  a  fixed  amount  of  pension  at  age  65  or  on  earlier 
breakdown.  Thus  a  payment  of  £10  paid  at  age  20  will  secure 
a  pension  according  to  the  tables  furnished  of  £4  8s.  8d. 
commencing  at  age  65  or  earlier  should  the  employee  be 
disabled.  The  following  year's  payment  of  £10  at  age  21 
will  secure  a  pension  of  £4  5s.  8d.  at  age  65  or  earlier  disable- 
ment, and  so  on. 

From  these  tables  it  will  be  possible  for  an  employer  to 
calculate  approximately  the  cost  of  providing  a  definite  pen- 
sion to  the  individual  members  of  his  staff  on  the  basis  assumed, 
it  being  necessary,  however,  to  bear  in  mind  that  the  disable- 
ment experience  is  such  an  unknown  and  varying  quantity, 
both  as  regards  its  incidence  and  the  effect  on  mortality  after 
disablement,  that  a  special  reserve  may  be  called  for  to  meet 
unforeseen  liabilities  from  this  source.  On  the  other  hand 
a  large  number  of  disablements  were  allowed  for  by  Mr.  Tinner, 
1,236  retiring  from  this  cause  out  of  10,000  entering  at  age  20 
and  over  one-third  of  the  retirements  took  place  before 
attainment  of  50  years  of  age. 

Before  proceeding  to  outline  a  satisfactory  pension  scheme 
one  may  perhaps  deal  at  this  stage  with  some  points  of  detail 
arising  in  the  practical  working  out  of  these  schemes. 

It  is  frequently  objected  in  the  common  case  of  a  Co-part- 
nership division  of  the  profits  beyond  a  certain  limit  equally 
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between  capital  and  wages  that  the  employees'  share  comes 
out  of  the  net  profits  after  the  payment  of  Income  Tax  on 
the  profits  of  the  firm. 

This  view,  however,  is  incorrect.  The  remuneration  of  the 
employee  in  these  cases  is  a  definite  salary  or  wage  together 
with  a  further  payment  as  ascertained  by  a  simple  arithmetical 
operation.  The  principle  is  identical  with  the  common  case 
of  an  agent  receiving  a  fixed  salary  and  a  percentage  of  turn- 
over and  there  is  no  unnecessary  proportion  thrown  to 
Somerset  House  on  this  score.  Of  course  if  an  annual  pay- 
ment is  received  in  cash  by  the  employee  this  is  an  addition 
to  his  ordinary  income  and  is  liable  to  taxation  in  his  hands 
as  such  earned  income.  On  the  other  hand  if  the  scheme  is 
contributory  the  deductions  made  from  employees'  wages 
are  returned  with  life  insurance  premiums  as  an  abatement 
from  the  employee's  income  tax  return.  It  may  be  noted 
that  if  a  firm  forms  a  pension  fund  and  arranges  to  make 
contributions  annually  on  some  definite  basis,  Somerset  House 
allows  this  as  an  ordinary  expense  for  the  purpose  of  cal- 
culating Income  Tax  liability.  In  drafting  a  Co-partnership 
scheme  this  detail  should  be  attended  to  and  the  same  effect 
can  be  produced  by  an  adjustment  purely  formal. 

Another  point  frequently  encountered  is  the  practical 
difficulty  of  inducing  employees  to  save  their  Co-partnership 
dividends  instead  of  spending  them  as  they  are  received. 
Mr.  Taylor,  of  Batley,  who  has  practised  Co-partnership  for 
over  twenty  years  with  very  satisfactory  results,  advises  the 
formation  of  a  building  society  by  the  employees,  and  Messrs. 
Lever  Bros,  meet  the  difficulty  by  offering  preferential  shares 
on  a  cumulative  basis,  whilst  other  concerns  give  a  tempting 
rate  of  interest  on  deposit  accounts. 

It  would  be  of  value  in  this  connection  to  consider  the 
formation  of  a  Friendly  Society  on  the  lines  of  the  United 
Kingdom  Commercial  Travellers  Benefit  Society.  This  is 
formed  in  shares  by  monthly  contributions  of  2s.  4d.  (or  any 
multiple  of  this  up  to  8)  by  members  until  attainment  of  age 
30,  after  which  the  contribution  increases  £d.  monthly  for 
each  year  of  age.  In  the  event  of  sickness,  the  member 
receives  a  weekly  allowance  for  each  share  and  the  sickness 
is  met  each  year  by  the  extra  payments  received  from  members 
over  30  years  of  age  and  an  equal  levy  on  all  the  shares. 
Interest  is  added  each  year  to  the  individual  members'  account, 


APJPENDlX  VI  SI 

and  the  total  accumulations  are  payable  on  attaining  age  65 
when  membership  ceases.  The  growth  of  the  yearly  accounts 
as  shown  in  the  membership  books  makes  a  powerful  appeal 
to  the  imagination  and  the  scheme  lends  itself  to  attract  the 
increasing  annual  payments  under  a  successful  Co-partnership 
scheme,  the  employee  being  able  to  take  up  further  shares  as 
his  dividend  increases  until  when  the  maximum  number  is 
held  saving  will  have  become  a  habit.  A  similar  scheme  is 
run  by  the  Teachers'  Provident  Society  and  is  equally  popular, 
so  that  the  system  can  safely  be  relied  upon  to  provide  a  very 
great  drawing  attraction  and  a  substantial  endowment  at  the 
probable  age  of  retirement.  Even  if  an  employer  is  hostile 
to  Co-partnership  it  will  pay  him  to  encourage  the  formation 
of  an  employees'  society  of  this  nature  because  of  the  reduction 
in  working  time  lost  on  account  of  sickness  which  is  bound 
to  follow  in  its  track. 

I  should  like  to  dwell  upon  this  point  for  a  moment.  The 
hopes  of  establishing  a  scheme  involving  any  expense  or 
sacrifice  of  future  dividend  lie  frequently  with  one  director 
who  has  great  difficulty  in  persuading  his  colleagues  to  make 
a  move.  He  should  therefore  concentrate  on  a  Group  Insur- 
ance or  a  scheme  of  the  kind  just  indicated  where  the  cost 
will  be  very  small  and  the  immediate  benefit  to  the  firm  very 
considerable.  The  enormous  development  in  America  of 
Group  Assurance  (under  which  a  year's  wages  become  payable 
to  the  next-of-kin  when  any  employee  dies)  is  due  to  the  cost 
being  a  very  trifling  sum  as  compared  with  a  pension  scheme 
and  to  the  fact  that  the  largest  benefit  from  it  goes  auto- 
matically to  the  highly  paid  and  influential  officials.  Group 
assurance  is  found  to  be  more  effective  even  than  a  pension 
scheme  from  the  point  of  view  of  keeping  a  man  steady  in  his 
employment  by  setting  in  motion  home  influences. 

CO-PARTNERSHIP  PENSION  SCHEME  PROPOSED. 

The  pension  at  age  65  to  be  aimed  at  would  be  l/60th  of 
each  year's  wages  for  each  year's  service  up  to  a  maximum 
of  40/60ths ;  or  as  a  commencement  eightieths  could  be 
substituted  for  sixtieths,  as  in  the  revised  scale  for  school 
teachers  (these  however  receive  in  addition  a  gratuity  on 
attaining  their  pension  age). 

(1)  The  employers  should  first  earmark  2-J  per  cent,  of  the 
total  wage  roll  of  the  company  to  a  reserve  fund  to  make 
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provision  for  a  minimum  pension  to  old  employees  in  respect 
of  back  service.  Owing  to  the  fact  that  a  large  number  of 
withdrawals  take  place  in  the  first  few  years  of  service  (espe- 
cially where  females  are  employed)  a  strong  reserve  fund  is 
soon  built  up  on  the  foundation  of  a  small  percentage  of  the 
total  wage  roll.  It  is  satisfactory  at  the  outset  that  the  initial 
cost  of  providing  pensions  for  back  service  on  a  sixtieth,  etc., 
basis  can  be  definitely  ascertained  (see  Table  B)  and  the 
method  discarded  if  the  1\  per  cent,  is  held  to  be  inadequate 
in  favour  of  a  safer  basis  such  as  a  minimum  flat  pension  of 
10s.  or  £1  for  each  year  of  past  service  to  be  raised  later  if  the 
reserve  fund  permits.  It  would  also  be  better  to  start  with 
a  low  minimum  on  these  lines  in  order  to  grant  a  breakdown 
benefit  as  well  out  of  this  initial  2£  per  cent,  reserve  fund. 

(2)  The  employees  should  contribute  annually  a  minimum 
of  2 1  per  cent,  of  their  wages  increasing  to  5  per  cent,  or  higher 
for  older   officials,   these   amounts   with   compound   interest 
being  payable  at  death  or  withdrawal.     An  entry  would  be 
made  on  the  employee's  contribution  card  showing  the  amount 
of  pension  secured  at  age  65  by  each  year's  contribution  and 
also  the  corresponding  alternative  Cash  Option  at  65. 

(3)  So  far  the  employers  are  only  providing  1\  per  cent,  of 
the  wage  roll  to  be  carried  collectively  for  the  purpose  of 
paying  pensions  for  back  service,  and  the  objects  aimed  at 
will  be  obtained  by  apportioning  any  further  lump  sum  on  an 
individual  basis  to  be  entered  each  year  on  the  contributor's 
cards.     If  this  payment  is  to  be  recognized  as  of  a  profit- 
sharing  character  the  total  payment  would  be  arrived  at  by 
transferring  to  the  use  of  employees  a  fixed  proportion  of  the 
balance  of  the  year's  trading  surplus  after  providing  for  a  fixed 
rate  of  interest  to  the  ordinary  shareholders. 

As  the  primary  object  is  to  provide  a  pension  at  age  65  of  an 
eightieth  of  the  employees'  wages  for  the  year  the  appor- 
tionments of  the  lump  sum  would  be  in  such  amounts  as  would 
(when  added  to  the  employees'  contribution  for  the  year) 
provide  the  requisite  one-eightieth  pension.  Any  balance 
remaining  could  be  given  in  cash  or  carried  forward  for  service 
in  a  lean  year. 

The  following  example  will  show  how  the  tables  can  be 
used  for  calculating  the  amounts  required  to  provide  a  pension 
for  back  service  to  a  representative  staff — the  ages  and  wage 
distribution  being  as  shown — 
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COST   OF   PENSIONS    UNDER   STAFF   MONEY 
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It  will  be  seen  from  the  above  figures  that  the  firm  is  at 
present  employing  241  persons  at  a  yearly  remuneration  of 
£37,855,  and  that  a  sum  of  £19,670  would  be  sufficient  to 
provide  pensions  at  age  65  (the  pension  being  one-sixtieth  of 
the  present  wages  for  each  year  of  back  service).  According 
to  the  pension  scheme  outlined  above  (see  section  (1)  )  this  is 
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to  be  provided  by  an  annual  charge  of  2£  per  cent,  of  the 
present  or  future  salaries,  or  £946  per  annum  at  the  outset 
(increasing  as  the  total  wage  roll  increases) . 

The  cost  of  providing  pensions  on  a  one-sixtieth  basis  for  the 
current  year's  wages  would  be  £2,161,  of  which,  say  £1,500, 
will  be  provided  by  the  staff,  leaving  a  balance  of  £661  to  come 
out  of  the  year's  profits. 

It  should  be  the  first  object  of  the  employers  to  secure  a 
sufficient  amount  to  provide  the  back  service  pensions  as, 
when  this  has  been  done  the  initial  2£  per  cent,  charge  can 
be  freely  used  for  the  current  and  future  years'  profit  distri- 
bution to  individual  employees  in  cash  or  shares  after  the 
requisite  one-sixtieth  (or  one-eightieth)  pension  has  been  pro- 
vided for.  Thus  if  the  firm  in  our  example  made  an  initial 
grant  of  £10,000  the  2£  per  cent,  wage  charge  would  be 
available  for  general  annual  distribution  after  about  ten  years. 

To  sum  up  :  We  have  pointed  out  that  a  preliminary 
economic  survey  by  the  management  of  a  business  of  the  rent 
or  quasi-rent  (which  determines  the  present  prosperity  and 
makes  its  future  continuance  probable)  should  first  be  made. 
If  this  justifies  a  bold  step  in  Co-partnership,  but  there  is  a 
cautious  or  hostile  element  to  'be  propitiated,  I  have  called 
attention  to  the  case  where  a  pension  scheme  for  selected 
employees  was  first  formed  to  fit  in,  as  and  when  desired,  to 
full  Co-partnership  later  on.  The  question  was  then  examined 
from  the  point  of  view  of  an  industry  taken  as  a  whole  and  the 
Foremen's  Mutual  Benefit  Society  described  with  a  view  to 
assisting  us  at  this  stage.  Penalization  on  a  change  of  employ- 
ment was  discussed  in  this  connection  and  attention  called 
to  the  advantages  of  money  payment  schemes  in  general,  and 
Mr.  Tinner's  table  in  particular,  which  provides  for  the  accrued 
pension  vesting  immediately  on  breakdown.  The  direct 
encouragement  to  the  development  of  these  schemes  by  the 
Inland  Revenue  Authorities  in  the  matter  of  freeing  all  pay- 
ments made  by  the  employers  to  the  co-partners  or  the  staff 
from  income  tax  and  excess  profit  liability  was  duly  emphasized. 

Finally  a  practical  Co-partnership  Pension  Scheme  has 
been  fully  described,  a  Table  furnished  showing  the  cost  of 
pensions  on  a  satisfactory  basis  and  an  illustration  given  of  its 
application  in  detail  to  a  particular  staff. 

A.    B.    CULLEY. 
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A  PROFIT  SHARING  SCHEME  FOR  COMMERCIAL 
TRAVELLERS  OR  BUYERS 

(Reprinted  from  a  note  by  the  author  to    "  The    Accountant." 

1.  SOME  years  ago  the  writer  was  consulted  in  connection 
with  a  proposed  profit-sharing  scheme  for  the  travellers  of 
large  wholesale  firms. 

The  scheme  has  worked  well  over  a  long  period  of  years, 
and  a  few  particulars  may  be  of  general  interest. 

2.  The  object  in  view  was  to  substitute  for  a    "  salary 
plus  bonus  "    system,  a  method  of  remuneration  which,  in 
the  main,  would  be  influenced  by  the  personal  energies  of  the 
traveller,  as  evidenced  by  results. 

3.  It  was  at  first  proposed  to  draw  up  a  scale  of  percentage 
allowance,  to  be  calculated  each  half-year,  partly  upon  the 
gross  profit  represented  by  his  sales  and  partly  based  upon  his 
turnover  ;    this  arrangement  keeping  a  fair  balance  between 
goods  carrying  a  large  gross  profit  margin  and  those  which 
yielded  a  lesser  return. 

4.  This  dual  arrangement,  however,  was  defective  in  that 
it  left  out  of  account  the  length  of  service  over  which  a  traveller 
had  represented  the  firm,   a  hardship  which  would  operate 
against  many  of  the  older  travellers  as  compared  with  the 
younger  and  possibly  more  energetic  men. 

5.  A  third  factor  was,   therefore,   introduced,   which  was 
termed     "service   salary,"     and   which   was   determined   as 
follows  : 

The  firm  suggested  the  figure  at  which  they  would  put  a  man 
on  the  road  without  previous  experience  at  an  early  age,  and 
this  figure,  which  should  err  on  the  side  of  generosity,  was 
taken  as  a  "  basis  figure  "  for  "  service  salary  "  and  brought 
up  to  the  date  of  the  institution  of  the  profit-sharing  scheme 
by  increasing  it  by  £5  4s.  per  annum  (2s.  per  week)  for  each 
year  of  service. 

6.  The  next  question  was  to  fix  the    "  profit  salary  "    and 

86 


APPENDIX  VII  87 

"  turnover  salary,"  the  name  given  to  those  allowances  which 
depended  upon  and  varied  with  profit  and  turnover. 

7.  The  firm  had  already  prepared,  for  their  private  use,  a 
table  showing  approximately  the  gross  profit  secured  from 
each  commodity,  and  this  formed  a  useful  and  indispensable 
key  to  a  general    "  profit  salary  "   to  the  traveller. 

8.  (a)  The    "  profit-sharing  scheme  "    was  then  evolved  as 
follows  ;  the  object  in  view  in  fixing  the  salary  being  to  disturb 
the  existing  remuneration  of  each  traveller  (on  the  old  basis) 
as  little  as  possible. 

(b)  The  returns  for  each  traveller,  both  as    "  gross  profit  " 
yielded  to  the  firm  and  his  actual  turnover  were  taken  out  for 
the  previous  four  half-years  and  averaged. 

(c)  The  average  remuneration  of  each  traveller,  by  way  of 
salary  and  bonus,  was  then  calculated  for  the  same  period. 

From  these  average  amounts  the  proposed  "  service  salary  " 
was  deducted  (see  par.  5),  which  left  the  amount  which  should 
be  made  to  depend  upon  profit  and  turnover. 

9.  At  this  stage  several  trials  had  to  be  made  of  various 
scales  graded  for  each  |  per  cent,  of  gross  profit  and  each  ^500  of 
turnover,  before  it  was  possible  to  select  one  which  would  pro- 
duce as  few  positive  or  negative  deviations  as  possible  in  the 
total  remuneration  to  be  given  to  each  traveller. 

10.  After  several  trials  and  careful  consideration  of  the 
effect  of  the  proposed  scheme  upon  the  returns,  a  scale  was 
deduced  on  the  following  plan,  although  figures  are  purposely 
disguised. 

(A)  SERVICE  SALARY 

^150  increased  by  £5  4s.  (or  2s.  per  week)  for  each  year  of 
service  with  the  firm.  Previous  service  with  other  firms  might 
have  in  some  cases  to  be  given  credit  for,,  wholly  or  in  part,  but 
this  question  did  not  arise  in  the  scheme  under  review. 

This  increase  of  2s.  per  week  is  perpetual  so  long  as  a 
traveller  shows  an  increased  turnover  over  his  previous  years 
of  service. 

(B)  GROSS  PROFIT  SALARY 

Where  the  gross  profit  in  the  goods  sold  was  x  per  cent,  of  the 
turnover,  according  to  the  firm's  standard  prices,  the  traveller 
was  credited  with  y  per  cent,  of  such  gross  profit,  as  follows  : 


6  %  M  44 
64%                 „  4f 

7  % 
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Gross  Profit  to  Turnover. 
If  the  Profit  is —  The  Traveller  receives 

5  %  to  5£%  of  the  Turnover,  3A%  of  such  Gross  Profit 

"4%  M  4  % 

5*o/0 

6  % 
64% 

and  so  on,  with  a  limitation. 

Turnover  Salary. 

Where  the  six  months'  The  Traveller  receives — 

turnover  amounted  to — 

£3,000  (minimum)  £1  per  £1,000 

£3,500  £1  2s.       „ 

£4,000  £1  3s.       „ 

£5,000  £1  4s.       „ 

and  so  on,  up  to  £10,000,  when  the  traveller's  allowance  was 
graded  by  steps  of  2s.  per  £500. 

Although  the  figures  are  finally  made  up  every  six  months  by 
using  tables  prepared,  and  a  properly  ruled  Ledger,  it  has  been 
found  possible  to  work  out  the  allowances  for  25  to  30  travellers 
in  a  very  short  time  at  the  end  of  each  month,  a  deduction  or 
safety  margin  being  retained  by  the  firm  until  the  end  of  each 
half-yearly  settlement  to  insure  against  a  falling-off  in  the 
returns  in  the  interim. 

The  question  of  bad  debts  is  one  which  will  arise,  as  some  few 
months  of  credit  may  have  to  be  allowed  to  a  traveller's 
customers  in  course  of  business.  In  the  case  in  question,  in 
consideration  of  the  circumstances  of  the  firm's  business 
arrangements,  it  was  found  to  be  a  fair  set-off  and  penalty  to 
make  each  traveller  personally  responsible  for  10  per  cent, 
of  the  bad  debts,  which  have  been  remarkably  few  ;  the 
penalty  being  deducted  from  each  half-year's  settlement, 
and  credit  proportionately  allowed  for  any  previous  bad  debts 
recovered. 

As  a  result  of  this  scheme,  which  has  been  in  operation  for 
several  years,  annually  increasing  returns  have  been  yielded, 
both  to  the  travellers  and  the  firm,  and  it  has  since  been 
extended  on  similar  lines  to  the  firm's  buyers. 

H.  D. 
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AVERAGE  INTEREST  YIELD  PROBLEMS. 

(Reprinted from  "  The  Accountant."} 

PROBLEM  I. — To  find  the  "mean  rate  "  of  interest  earned  on 
a  pension  or  other  similar  fund. 

Let  A  =  fund  at  the  beginning  of  the  year, 

B  =  „          end 

I  =  amount  of  interest  carried  to  the  fund  in  the  year 

and  included  in  B. 
Let   »  =  mean  rate  of  interest  to  be  found  (*  =  per  unit=  100  i%). 

Then  a  well-known  formula,  devised  by  the  late  Sir  G.  F. 
Hardy,  K.C.B.,  F.I.A.,  gives— 

•  _          2  I 

A  +  B-I 

PROBLEM  II. — Now  if  we  wish  to  reverse  the  problem  and 
ascertain  what  amount  of  interest  (I)  should  be  credited  to 
produce  any  desired  average  yield  of  i  per  unit  on  the  mean 
fund  we  proceed  as  follows — 

Let  B  =  A  -\-  X  -}-  I,  A  and  B  have  same  meanings  as  above. 
X  =  flux  in  income  and  outgo  in  the  fund 
for  the  year  other  than  interest. 

We  have  given  i  and  have  to  find  I. 

_2_I  21  21 


A  +  B  +  1         A  +  (A+X  +  I)-I~     2A+X 
therefore  j  =  ^-^ 

therefore   /  =  ~  (2  A  +  A') 

L 

We  thus  get  this  rule — 

To  find  the  amount  of  interest  to  produce  a  mean  rate  of 
i  per  unit  (or  100  i%)  for  a  year — add  to  twice  the  fund  at 
the  beginning  of  the  year  the  flux  in  the  fund  for  that  year 

(excluding  interest)  and  multiply  the  result  by  — 
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1st  January,  1917      100,000   (A) 
Income  (other  than 

interest  .      .      .      40,000 
Interest  (4%  on 

mean    fund)    to 

be  found      .      .        4,200 


£144,200 


Payments  . 

Fund  at  end  of 
year  . 


30,000 


114,200   (B) 


£144,200 


CALCULATION — 


«  =  -04 
2  A  =  200,000 
X  =  40,000- 
30,000  =  10,000 

I=£(2A+X) 

=  -02  x  210,000 
=  £4,200 

Proof. 

The  formula  i  =  —.-1-— 
A  -f-  B  I 
should  reproduce  4% 
27=  8,400 
A  -f  B  -  I  =  100,000 
-f  1  14,200  -  4,200  =  210  000 
3,400                          ' 

210,000    "                   /0 
Q.  E.  D. 
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[2  EDW.  7.]         Shop  Clubs  Act,  1902. 


[Cn.  21.] 


AN  Act  to  prohibit  compulsory  Membership  of  Un- 
registered Shop  Clubs  or  Thrift  Funds,  and  to 
regulate  such  as  are  duly  registered. 

[8th  August,  1902.] 

BE  it  enacted  by  the  King's  most  Excellent  Majesty, 
by  and  with  the  advice  and  consent  of  the  Lords 
Spiritual  and  Temporal,  and  Commons,  in  this  pre- 
sent Parliament  assembled,  and  by  the  authority  of 
the  same,  as  follows — 

1.  It   shall   be   an   offence   under   this   Act   if   an 
employer  shall  make  it  a  condition  of  employment : 

(a)  That    any    workman    shall    discontinue    his 
membership  of  any  friendly  society  ;    or 

(b)  That    any    workman    shall    not    become    a 
member   of   any   friendly   society   other   than   the 
shop  club  or  thrift  fund. 

2.  It   shall    be    an    offence   under   this   Act   if   an 
employer  shall  make  it  a  condition  of  employment 
that  any  workman  shall  join  a  shop  club  or  thrift 
fund,  unless  the  shop  club  or  thrift  fund  is  registered 
under  the  Friendly  Societies  Act,   1896,  *  subject  to 
the  provisions  of  this  Act,  and  certified  under  this  Act 
by  the  Registrar  of  Friendly  Societies. 

No  shop  club  or  thrift  fund  shall  be  so  certified 
unless  the  Registrar  of  Friendly  Societies  is  satisfied  : 

(a)  That  the  shop  club  or  thrift  fund  is  one  that 
affords  to  the  workman  benefits  of  a  substantial 
kind  in  the  form  of  contributions  or  benefits  at  the 
cost  of  the  employer  in  addition  to  those  provided 
by  the  contributions  of  the  workman. 

(b)  That  the  shop  club  or  thrift  fund  is  of  a 
permanent   character,    and   is   not   a   society   that 
annually  or  periodically  divides  its  funds,  and  that 
no  member  of  such  shop  club  or  thrift  fund  shall, 
except  in  accordance  with  the  provisions  of  section 
six  of  this  Act,  be  required  to  cease  his  membership 
in  such  shop  club  or  thrift  fund  upon  leaving  the 
firm  with  which  such  club  or  fund  is  connected. 


A.D.  1902. 


Membership 
of  friendly 
society,  etc., 
not  to  be 
condition  of 
employment. 


Employer 
not  to  require 
workman  to 
join  shop 
club,  etc. 
59  &  60  Viet, 
c.  25. 


1    If  annuity  to  be  granted  is  greater  than  £52  per  annum,  it 
cannot  be  registered  as  a  friendly  society.     (AUTHOR'S  NOTE). 
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A.D.  1902. 


Regulations. 
Penalty. 


Exemption 
of  railways. 


Compensa- 
tion to 
workman 
ceasing   to   be 
member  of 
shop  club. 


Definitions. 


Date  of  Act. 
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Before  so  certifying  any  shop  club  or  thrift  fund, 
the  Registrar  shall  take  steps  to  ascertain  the  views 
of  the  workmen,  and  shall  be  satisfied  that  at  least 
seventy-five  per  cent,  of  the  workmen  desire  the 
establishment  of  such  shop  club  or  thrift  fund,  and 
further  shall  consider  any  objections  that  they  may 
make  to  the  certification. 

3.  The  regulations  contained  in  the  schedule  of  this 
Act   shall   apply   to    any   shop    club   or   thrift   fund 
certified  under  this  Act. 

4.  Every  person  who   commits  an  offence  within 
the  meaning  of  this  Act  shall  be  liable  on  summary 
conviction  to  a  fine  not  exceeding  five  pounds,  and, 
in   the   case   of   a   second   or   subsequent   conviction 
within  one  year  of  a  previous  conviction,  to  a  fine 
not  exceeding  twenty  pounds  : 

Provided  that,  where  an  offence  is  committed  in 
respect  of  several  persons  at  the  same  time,  the 
offender  shall  not  be  convicted  of  more  than  one 
offence. 

6.  Nothing  in  this  Act  shall  prohibit  compulsory 
membership  of  any  superannuation  fund,  insurance, 
or  other  society,  already  existing  for  the  benefit  of 
the  persons  employed  by  any  railway  company,  to 
the  funds  of  which  such  company  contributes. 

6.  In  any  case  where  a  workman,  by  the  conditions 
of  his  employment,  is  a  member  of  a  shop  club,  he 
shall,  upon  his  dismissal  from,  or  upon  leaving,  his 
employment,  unless  contrary  to  the  rules  of  the  club, 
have  the  option  of  remaining  a  member  or  of  having 
returned  to  him  the  amount  of  his  share  of  the  funds 
of  the  club,  to  be  ascertained  by  actuarial  calculation  : 
Provided  that  every  such  member  who  shall  exercise 
the  option  to  remain  a  member  of  the  club  shall  not, 
so  long  as  he  remains  out  of  such  employment,  be 
entitled  to  take  any  part  in  the  management  of  the 
club,  or  to  vote  in  respect  thereof. 

7.  In  this  Act — 

The  term  "  friendly  society  "  means  a  friendly 
society  registered  under  the  Friendly  Societies  Act, 
1896,  and  includes  a  registered  branch,  and  in 
application  to  Scotland  and  Ireland  the  word 
"  registrar  "  means  the  registrar  as  defined  in  that 
Act: 

The  expression  "  shop  club  "  or  "  thrift  fund  " 
means  every  club  and  society  for  providing  benefits 
to  workmen  in  connection  with  a  workshop,  factory, 
dock,  shop,  or  warehouse. 

8.  This  Act  shall  come  into  operation  on  the  first 
day  of  January  one  thousand  nine  hundred  and  three. 

9.  This  Act  may  be  cited  as  the  Shop  Clubs  Act,  1902. 
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[2  EDW.  7.]  Shop  Clubs  Act,  1902.  [Cn.  21.] 

SCHEDULE.  A.D.  1902. 

REGULATIONS  AS  TO  CERTIFICATION  UNDER  THIS  ACT. 

The  rules  of  a  shop  club  or  thrift  fund    (hereinafter     Section  3. 
termed  "  the  society  ")  shall  provide  for  the  following 
matters — 

i.  The  name  and  place  of  office  of  the  society, 
ii.  The  whole  of  the  objects  for  which  the  society  is 
to  be  established,  the  purposes  for  which  the 
funds  thereof  shall  be  applicable,  the  terms  of 
admission  of  members,  the  conditions  under 
which  any  member  may  become  entitled  to  any 
benefit  assured  thereby,  and  the  fines  and  for- 
feitures to  be  imposed  on  any  member,  and  the 
consequences  of  non-payment  of  any  subscrip- 
tion or  fine. 

iii.  The  mode  of  holding  meetings  and  right  of  voting, 
and  the  manner  of  making,  altering,  and 
rescinding  rules. 

iv.  The  appointment  and  removal  of  a  committee 
of  management  (by  whatever  name),  of  a 
treasurer  and  other  officers,  and  of  trustees. 
v.  The  investment  of  the  funds,  the  keeping  of  the 
accounts,  and  the  audit  of  the  same  once  a  year 
at  least. 

vi.  Annual  returns  to  the  registrar  of  the  receipts, 
funds,  effects,  and  expenditure,  and  numbers  of 
members  of  the  society. 

vii.  The  inspection  of  the  books  of  the  society  by 
every  person  having  an  interest  in  the  funds  of 
the  society. 

viii.  The  manner  in  which  disputes  shall  be  settled, 
ix.  The  keeping  separate  accounts  of  all  moneys 
received  or  paid  on  account  of  every  particular 
fund  or  benefit  assured  for  which  a  separate 
table  of  contributions  payable  shall  have  been 
adopted,  and  the  keeping  separate  account  of 
the  expenses  of  management,  and  of  all  con- 
tributions on  account  thereof. 

x.  A  valuation  once  at  least  in  every  five  years  of 
the  assets  and  liabilities  of  the  society,  including 
the  estimated  risks  and  contributions, 
xi.  The  voluntary  dissolution  of  the  society  by  consent 
of  not  less  than  five-sixths  in  value  of  the  persons 
contributing  to  the  funds  of  the  society,  and  of 
every  person  for  the  time  being  entitled  to  any 
benefit  from  the  funds  of  the  society,  unless  his 
claim  be  first  satisfied  or  adequately  provided  for. 
xii.  The  right  of  one-fifth  of  the  total  number  of 
members,  or  of  one  hundred  members  in  the 
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[Cn.  21.]  Shop  Clubs  Act,  1902  [2  EDW.  7.] 

A.D.J902  case  of  a  society  of  one  thousand  members  and 

not  exceeding  ten  thousand,  or  of  five  hundred 
Section  3.  members  in  the  case  of  a  society  of  more  than 

ten  thousand  members,  to  apply  to  the  chief 
registrar,  or,  in  any  case  of  societies  registered 
and  doing  business  exclusively  in  Scotland  or 
Ireland,  to  the  assistant  registrar  for  Scotland 
or  Ireland,  for  an  investigation  of  the  affairs  of 
the  society,  or  for  winding  up  the  same. 
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